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EDITORIAL 


As We See It 


“These gains [of labor under Presidents Roose- 
velt and Truman] include the right of collective 
bargaining. the elimination of the court injunction 
as a club with which to overcome strikes, mini- 
mum hours of labor, improvement of working 
conditions. the payment of fair wages, elimination 
of child labor, workmen’s compensation laws and 
the establishment of welfare funds and pension 
rights to care for the worker in his helpless pe- 
riods.”’ 

The words quoted are those of Justice Pecora, 
candidate for Mayor of New York City, but they 
could about as well be those of any politician 
who hopes to gain advantage by parading his 
Democratic connections before the politically- 
minded union membership of the country. Indeed, 
it has become a sort of commonplace assumption 
that the New Deal and the Fair Deal have done 
all this for “labor.” The fact is that more than 
one Republican either openly or tacitly agrees 
with that contention. 

Yet it would seem to us that this assumption 
stands on weak legs in more than one respect. 
The elimination of child labor had been under 
way for decades before any one ever thought 
seriously of Franklin D. Roosevelt for the Presi- 
dency. The same may be said of what is com- 
monly known as sweat shop conditions. Only 
the ignorant could possibly imagine that either 
President Roosevelt or President Truman is in 
any way to be credited with workmen’s compen- 
sation laws. The same is, of course, to be said of 
a number of other ‘‘gains’”’ listed, as, for example, 
the restriction of the use of court injunction 
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Invesiment and the 
Business Outlook 


By RAYMOND RODGERS* 
Professor of Banking, New York University 


Dr. Rodgers reviews economic, business and _ political 
developments in postwar years, and lists “props” that 
have accounted for current prosperity. Though admit- 
ting conditions and outlook are full of uncertainties, 
predicts because of rearmament program business activ- 
ity and employment will be at high levels, with material 
increase in disposable incomes. Warns all this will 
strengthen inflation pressures, unless the American 
people “don’t want it.” Advises conservative policies 
in investing by trustees and conservatives, because, if 
spending philosophy continues in Washington, “we are 
headed for trouble.” 


Investment of the funds of others has always been 
one of the most serious responsibilities in our entire 
economy. From the social standpoint, directing the flow 
of capital to the enterprises and uses where it will be 
most productive, that is, make the 
greatest contribution in raising our 
standard of living, is the most im- 
portant of the many services ren- 
dered by capitalism. From the indi- 
vidual standpoint, the preservation, 
and the multiplication, of savings 
does more to preserve our way of 
life than anything else of an eco- 
nomic character. In short, you serve 
the individual, the economy and the 
nation, which is to say, democracy! 

Now, probably the most remark- 
able thing about this triple respon- 
sibility is that the better you serve 
all, the better you serve each. (1 re- 





fer, of course, to the long-run and 
not to day-to-day situations.) This Raymond Rodgers 
observation regarding the essential 


interdependence of these three aspects of investment is 


Continued on page 25 





*An address by Dr. Rodgers before the President’s Section of 
the National Fraternal Congress, New York City, Sept. 26, 1950. 
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Stock Market on Trial— 
The Weight of Evidence 


By JACQUES COE 
Senior Paiiner, Jacques Coe and Co., | 
Members of N. Y. S. E. 


Mr. Coe lists several “empirical” formulas as indicating 

the market price level is now at a major top. Asserts 

market has been over-bought since pre-Korea. Empha- 

sizes desirability of maintaining selective attitude in lieu 
of appraising market-as-a-whole. 


We now approach a time factor in the Stock Market 
where certain formulas which heretofore have been 
excellent guides, again should be examined for the 
purpose of determining whether or not they still contain 
that prophetic substance which has 
been so helpful in the past. 


This article will not deal with the 
business or political outlook, heavier 
taxation, international complications, 
or any of the numerous economic 
factors which usually compile and 
crystallize to create that combination 
of circumstances which determine 
the top of any bull market. 


Forecasting Formulas 

This article is concerned entirely 
with empirical formulas which have a 
most satisfactory forecasting record. 

(1) First we discuss the 41-to-44- 
month stock market cycle of indus- 
trial averages. In numerous previous 
articles we have analyzed these re- 
current upward and downward waves. Our article 
which appeared in the “Chronicle” during the summer 
of 1949 (“Throw Away Those Dark Glasses”) strongly 
took into consideration the mathematical evidence that 
the cycle was in a turning zone. 

This cycle wave now is approaching a selling area. 
The median month for the classical top market area was 
set for July 1950. In the past, these top areas have been 
established as much as five months early and five months 


Continued on page 37 
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The Security I Like Best 


A continuous forum in which, each week, a different group of experts 
in the investment and advisory tield trom all sections ot the country 


participate and give their reasons 


for favoring a particular security. 


(The articles contained in this forum are not intended to be, 
nor are they to be regarded, as an offer to sell the securities 
discussed.) 


CANDLER DOBBS 


Partner, Dobbs & Co. 
Members of N. Y. S. E. 


(International Nickel) 


Although the articles in this 
Forum appear under the caption 
“The Security I Like Best,” let 
me say at the outset that it would 
be most diffi- 
cult to selecta 
security that 
would be 
“best” for all 
prospective 
investors. Il 
am, however, 
firmly con- 
vinced that 
duringthe 
present eco- 
nomic condi- 
tions, and asa 
protection 
against con- 
tinued infla- 
tion, all inves- 
tors should consider—not only the 
return on money invested, but pos- 
sible equity appreciation. Consid- 
ering the international scope of 
all of our thoughts at this time, 
I have selected International 
Nickel as a security worthy of 
careful consideration. 

I think International Nickel is 
unusually attractive for inclusion 
in every conservative investment 
account. The company is the 
world’s outstanding producer of 
Nickel and has a long record of 
profitable operations, but it aiso 
has substantial additional produc- 
tion of copper, gold, silver, plati- 
num and other metals of the so- 
called platinum group. Nickel is 
estimated to produce only about 
90% of total sales with about 25% 
from copper and about 25% from 
the various rare metals. Tne 
company has maintained a strong 
financial position and has no 
funded dept oustanding. During 
the past ten years working capital 
has almost doubled, from $735.- 
000,000 at the end of 1940 to mure 
than $137,000,000 at the 1949 year- 
end. 

Management is considered of the 
first quality. The record of divi- 
dend payments has been quite 
good, and at the current price of 
the shares, around 34, the regular 
dividend of $2 U.S. gives a yield 
of nearly 6%. Inasmuch as the 
company acquires large supplies 
of U. S. dollars through its sales 
of nickel in this country, there 
seems to be no reason to antici- 
pate any exchange difficulties. 

At the present time the Ca- 
nadian economy appears to be ex- 
panding at a considerable rate, 
and as a matter of investment pol- 
icy I favor the commitment of 
some part of every portfolio in 
Canadian operations. I also favor 
the inciusion of some shares of 
companies with underground as- 
sets as better than average pro- 
tection from the possible exten- 
sion of inflation. 

In considering past market ac- 
tion and price-earnings ratios, the 


Candler Dobbs 
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shares of International Nickel at 
this time appear far behind the 
market. For example, in 1938 the 
company reported earnings of 
$2.09 per share. The price range 
for that year was 57% high and 
367s low. For the year 1949 earn- 
ings of $2.08 were reported with 
a price range of only 31'4 high 
and 25% low. Dividends paid in 
each of these two years were $2. 
Again, in 1936 earnings reported 
were $2.40 with a dividend ot only 
$1.30—yet the stock sold at 57%. 
The present outlook for 1950 earn- 
ings appear extremely favorable. 
Metal prices have risen sharply 
and demand is heavy. In the case 
of nickel, the company announced 
allocations of sales because of a 
sharp rise in orders to a point 
which exceeded the company’s 
capacity to produce. As a result 
of this situation, an all-time high 
in sales has been forecast for 1950 
and earnings of $2.75 or better 
have been estimated. 

From its past record the com- 
pany appeurs to have followed a 
liberal dividend policy and, if 
earnings for 1950 expand as now 
anticipated, an increased extra 
dividend seems quite witnin the 
realm of possibility. 


CHARLES H. DREW 


Charles H. Drew & Co., 
New York City 


(Great American Insurance Co. of 
New York) 

For the past many 
of my investment business has 
been marketing municipal, rail- 
road and corporate bonds to banks 
in New York 
City and up- 
state. Not in- 
frequently a 
banker asks 
me for a stock 
suggestion for 
himself, a 
member of his 
family, or a 
client. So 
years ago I 
came to the 
conclusion 
that I ought to 
have a prime 
recommenda- 
tion in readi- 
ness. After considerable thought 
I decided on Great American In- 
surance Co. of New York—and 
have never regretted it. 

In the first place, insurance is 
an indispensable factor in modern 
economic life and the last protec- 
tion asset a prudent man will re- 
linquish. 

“Great American’s” is a short 
story. Long, tedious financial 
tales rarely have merit—facts are 
stubborn things: Great American 
was organized 78 years ago and 
has an unbroken dividend record 
of 78 years: this spells good man- 
agement. There is no bonded debt 
or preferred stock. Institutions 
and investors—14,000 of them— 
own the 2,000,000 shares of com- 
mon. Quoted daily in the news- 
papers, “Great American” is an 


years, 95% 


Charles H. Drew 
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International Nickel Co.—Candler 
Dobbs, Partner, Dobbs & Co., 
New York City. 

Great American Insurance Co. of 
New York—Charles H. Drew, 
Charles H. Drew & Co., New 
York City. 


Theodore Gary & Co. $1.60 Cumu- 
lative First Preferred—dAllen J. 
McNeal, Allen J. McNeal & Co., 
New York City. 








insurance stock leader and readily 
marketable. 

“Great American’s” resources 
total $163,311,443: of this 39% is 
in U. S. Government bonds and 
cash, 43.7% is in the highest grade 
preferred and common stocks. 

I have delved into former and 
present managements of this fine 
old organization, and _. believe 
“Great American's” current direct- 
ing personnel, as in the past, is 
one of integrity, purpose, and con- 
servative progress. An outstand- 
ing highlight has been the com- 
pany’s practice of paying divi- 
dends from portfolio income and 
letting the underwriting profit 
ride into surplus. The three im- 
portant features of investment are 
safety, satisfactory yield and mar- 
ketability, and “Great American” 
fulfills tnese cardinal requisites. 

It is the strange and unfortu- 
nate philosophy of many people 
that profits are realized only 
through “flyers” in low priced, 
third class stocks, which are often 
‘“Jobbed” without the buyer's 
knowledge. This is a hazardous 
procedure and similar to betting 
on a horse—except that at the race 
track one would have a day’s out- 
ing and sunny weather. But the 
chances of success are equally 
negative. 

Buying “Great American” means 
to me potentiality of further fu- 
ture stock distributions and in- 
creased Cividends, and eight hours’ 
sleep, too. 

“Great American,” selling pres- 
ently at 31 (liquidating value, by 
the way is $41.21) and paying 
$1.20, yields approximately 4%. 


ALLEN J. McNEAL 


Partner, Price, McNeal & Co., 
New York City 


(Theodore Gary & Co. $1.60 
Cumulative First Preferred) 


To make money in Wall Street 
it is necessary to dig into many 
situations, preferably those which 
are not too well known, and come 
up with one 
which offers a 
well -calcu- 
lated risk, 
which after 
certain things 
are accom- 
plished will 
bring to light 
the inherent 
value in this 
security. 

There are 
many factors 
which must be 
taken into ac- 
count, such as 
good timing 
and a thorough understanding of 
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Sound re 


+ Problem 


By THOMAS B. McC A®E* 
Chairman, Board of Governors, Federal Reservé “s<tem 


Warning banking system is threatened by international crisis, 
Chairman McCabe urges we fight with all our resources to 


eradicate inflation, which 


“4s right here.” 


Calls attent:on to 


large increase in commercial bank and consumer credit since 

Korean crisis and urges tax system to meet defense costs on 

pay-as-you-go basis. Asserts specific steps already taken to 

curb inflation are inadequate, and hints new measures will be 

taken to curb consumer and real estate credit. Wants banks to 

res.rict loans and calls for a common understand.ng on 
changes in bank reserve requirements. 


All of us represented here today 
share a_ responsibility for the 
maintenance of a sound banking 
system in the United States. That 
is Our com- 
mon problem. 
In the past 50 
years there 
have been 
tremen- 
dous forward 
strides to 
make our 
banking sys- 
tem more ef- 
ficient. 
At the turn of 
the century, 
State banking 
departments 
were rela- 
tively un- 
developed in 
sharp contrast to their present- 
day organizations, There was no 
Federal Reserve System to pro- 
vide flexibility in the provision 
of credit. There was no Federal 
Deposit Insurance Corporation to 
maintain confidence of depositors. 
The whole philosophy of banking 
has undergone a substantial over- 
haul. 


When I was a boy, we had just 
been through the money panic of 
1907-1908 and Congressional in- 
vestigations in the field of money 
and banking were the order of the 
day. In Delaware, my father was 
the Banking Commissioner who 
inaugurated the regular inspection 
and physical examination of the 
records and books of State- 
chartered banks. 


Thomas B. McCabe 


It was all too common practice 
in the early days for banks to be 
organized tor the private benefit 
of a few business and professional 
men, and for the officers and di- 
rectors to be the largest borrow- 
ers. All too frequently, there 
was inadequate recognition of the 
credit needs of the community or 
of the people who lived in that 
vicinity. Today, I am glad to say 
that the vast majority of our 
bankers are men of vision. They 
pride themselves on the fact that 
they have been able to develop 
an honored profession. There is 
less response today to the age-old 
jokes about the glass-eyed bank- 
ers and the Shylocks that evoked 
hilarity when I was a boy. Our 
bankers recognize that the basic 
premise of their operations must 
be “service to the community.” 
As a result, the banking commun- 





*An address by Chairman McCabe be- 


fore the National Association of Super- 
visors of State Banks, Boston, Mass., 
Sept. 21, 1950. 





ity today stands in higher respect 
throughout the body politic than 
ever before. 

Ours is still a country predomi- 
nantly of independent local banks. 
We are coming to think of the 
banker as an active participant 
in local affairs, generous with his 
time for the welfare of the com- 
munity. To fulfill his new role, 
he is inspiring the confidence of 
his customers to greater extent 
than ever before, and they are 
confiding in him the most inti- 
mate details of their financial 
affairs. More and more he is 
making credit services available 
to meet the legitimate needs of all 
classes and conditions. We have 
seen a distinct trend in recent 
years away from the cold marble 
halls that typified banking ac- 
commodations a generation ago. 
With the inauguration of personal 
loan departments, sales finance 
departments, and, more recently, 
specialized departments to facili- 
tate small business financing, our 
banks are becoming more and 
more to be regarded as genuine 
“community centers” for financial 
affairs. 


Banking System Threatened 

Today, the banking system—in- 
deed the existence of our 
republic—is threatened by the 
international crisis. War and 
preparations for war inevitably 
raise credit problems that go to 
the foundation of our credit 
structure—specifically the threat 
of inflation. I welcome this op- 
portunity to counsel together on 
how we may mutually prepare 
ourselves to meet that threat. 

For the second time in a decade 
—the third time in a generation— 
this country faces the grim pros- 
pect of adjusting to a program of 
preparedness. It is clear that the 
defense programs thus far an- 
nounced are only a_ begining. 
There is no escaping the need for 
huge defense expenditures. It is 
now nearly three months since 
the North Koreans first set foot 
on the wrong side of the 38th 
parallel, and still it is impossible 
to predict what the ultimate cost 
in either men or materials will be 
on the battlefront. It is impos- 
sible to foresee what sacrifices 
will be necessary on the home 
front to assure peace and security. 
Of cardinal importance, however, 
is the fact that our ultimate ob- 
jective is now firmly fixed—under 
the banner of the United Nations 
we have resolved to resist by 
force, if necessary, a further cor- 


Continued on page 32 
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Role of Puts and 
Calls in Securities 


By HERBERT FILER* 
Partner, Filer, Schmidt & Co., New York City 


Dealer in Puts and Calls describes origin and purpose of these 
options along w.th part they play in security marketing. Dis- 
tinguishes between options used in speculation and options 
used as procection. Points out by use of Puts and Calls larger 
purchases or sales of securities can be made by individuals 
than can be done through outright purchases or sales on 


margin. Explains use of a 


“straddle” and why Stock Exchange 


members guarantee Put and Call transactions. 


The Put and Call business is 
very, very complicated, very spe- 
cialized, but I am going to try to 
make it very simple. | am going 
to try to give 
some idea of 
its origin and 
of its use in 
the security 


business. 
Then I am 
going to give 
some exam- 
ples as we go 





along. 
The option 
business, 
according to 
records, 
originated in 
about 1634 in —. 


Holland 

where options were used in con- 
nection with the shipment of 
tulips in the tulip boom. Back in 
those days the tulip bulb was a 
great medium of speculation, and 
when a man made a shipment of 
tulips, in order to guarantee him- 
self against the sinking of the 
cargo or the loss of the tulip 
bulbs, he would take an option 
from another grower which would 
be a guarantee for him in case he 
suffered the loss of the tulip 
bulbs, he could take up his »%p- 
tion from another grower and and 
thereby replace his tulips. 

Now, I will see if I can get an 
option down to the most undér- 
standable definition. I always like 
to explain options to a man ac- 
cording to the line of business he 
is in, but to those who are not in 
business, I will see if I can give 
you a very easy definition. 


Example of an Option 


Suppose you own a house which 
you would be willing to sell for 
$20,000. Now, I think I can sell 
that house in the next 30, 60, or ©0 
days for $25,000, but I don’t want 
to buy your house because my 
sale is not complete. Therefore I 
come to you and say, “I will give 
you $500 in cash for the option 
for 60 days to buy vour house at 
the asked price of $20.000.” If the 
deal that I contemplate material- 
izes, then I can sell your house 
for $25,000, and pick up my op- 
tion to buy it from you for $20,- 
000, thereby making $5,000 less 
the $500 that I gave you. 


You will have sold vour house 
for $20,000 plus the $500; I will 
be happy because I made $4,500, 
and the fellow who bought it will 
be happy because he got what he 
wanted. 


That goes throug all lines cf 
dusiness. If a real estate developer 
wanted to put up a building on 
this whole block. might be 
able to buy one building, but he 
-wouldn’t buy that unless he could 
‘buy the others. So he goes out 
and gets an option on all the 
buildings on the block. Then he 
knows he can pick un the option 
and build the pronertv. whereas if 
he had failed to vet an option on, 
say, two of the pieres of property, 
he would not he able to go 
through with his building project, 


‘ *A lecture given ~~ Avo 

NsSth in a series ef *7 -n *he New York 
curities Markets e~" tir Onveration 

Booncered jointly bv the New York Se- 

turities Industry and the University of 


Vermcrt’s Commerce & 
Economics. 


ha 


71, 1950. the 


Depariment of 


and he would lose his 
tion money. 

You might be interested to 
know that aside from Options used 
in Holland, they have also been 
used in Paris, London, Berlin, 
Amsterdam, and all of the ex- 
changes in Europe for hundreds 
of years. The business was cur- 
tailed during the war, and it is 
curtailed now due to monetary 
restrictions, but a large part of 
the dealings on the London Ex- 
change before the war were done 
through options. They have a 
little different kind of options 
than we have here. They have 
more complicated options, but we 
learned from them about 15 years 
ago that the most interesting op- 


only Op- 


tion was the Call or Put at the 
market for 90 days or six months 
for a better consideration. I will 
point that out as we go along. 
Going back about 15 or 20 
years, we in the United States 


dealt only in the three-day, 
seven-day or 15- and 30-day 
tions. We rarely went beyond 30 
days. Europeans made fun of 
those; they didn’t think they had 
too much value to the buyer nor 
were they interesting for the 
seller. So we took over their idea 
of market options, which, in my 
opinion, is much more interesting 
to the buyer and the seller. | 
am going to explain those options 
to you. 


the 
op- 


Effect of the SEC Act 


In 1933 when they formed the 
Securities Act, the framers of 
the Act tried to put the Put and 
Call people out of business. They 
really didn’t understand the busi- 
ness. They thought the whole 
thing was a speculation and was 
unnecessary. To use Mr. Thomas 
Corcoran’s explanation to the 
Finance Committee of the Senate 
when he explained the bill para- 
graph by paragraph, he said, “Not 
knowing the difference between 
the good and bad Puts and Calls, 
for the matter of convenience we 
strike them all out.” Well, an ex- 
planation like that was very easy 
to combat, and through our ef- 
forts we convinced the committee 
that Puts and Calls had a place 
in the economic picture and that 
they were insurance mediums. 
Puts and Calls have been allowed 
under the supervision of the SEC 
which was then formed. 

After the SEC remade a study 
of them—the law said they could 
be dealt in if they were “not in 
contravention to the rules” set 
down by the SEC—there has not 
to this day been a rule set down 
by the SEC so there can be tio 
contravention. I don’t say this be- 
cause I am in the business, but 
the Put and Call options do play 
a very interesting role in the se- 
curity business. 

The reason for the attitude of 
the framers of the Securities Act 
was that many years ago there 
was an option called a free option 
which was usually granted sur- 
reptitiously by the holder of a 
large block of stock to a manipu- 
lator, who for this grant would go 
out and tout the stock, create 
stories, and get the public to buy 
the stock at advancing prices so 
he could benefit by the option and 
the holder of the stock could 
dump it at advancing prices. That 
has been pretty well 


stopped be- 


The Commercial and Financial Chronicle . . 


cause an option granted today 
must be reported to the SEC, and 
they watch that very carefully. 


‘}hat is practically out of business. 


The Legitimate Options 

That brings us back to legiti- 
mate options. There are varicus 
ways to use Put and Call options. 
I would like to show you on the 
blackboard some of the various 
uses. 

First let us go back a 
and show you how an 
done years ago. As | said, options 
were done primarily tor 30 days. 
{Writing on blackboard}. Let us 
say a stock was selling at 50, and 
a man would buy an option at 55 
for 30 days. For that he would 
pay $137.50. This $137.50 happens 
to be a price that was set by cus- 
tom. It has been that way for the 
31 years that I have been in busi- 
ness, and I understand, years 
before. 

It originated, I 
the option broker 
maker of the 
cail a dollar 
this $100, the 
broker. 

Now, with the 


little bit 
option was 


understand, by 
paying to the 
contract what they 
per share. ‘that 
balance going to the 


Was 


stock selling at 
50 and the call at 55 in 30 days for 
$137.50—-in those days we had 
very wild fluctuations—suppose 
in 30 days that stock went to 75, 
then the holder of that contract 
could call for his stock at 55 and 
sell it at 75, and he would have 
20 points profit, less the cost of 
the contract. 

I should like 
you, and have 
in all of these 
less of what 
movement of 
gone the other 
was $137.50. 

Today, by reason of the fact 
that we have copied the European 
method of trading, instead of a 
man calling for the stock at 55 
in 30 days, he buys a call at 50, 
at the current price, for 90 days, 
and for that he will pay about 
$375. Now, you can see that he 
eliminates the five-points-mark- 
up that he had, but he has three 
times the amount of time, and 
while the cost is greater than the 
cost of the 30-day contract, you 
will find that it is cheaper in the 
end. Here he has a net working 
cost of $375, but he has three 
times the amount of time in which 
to make a profit, and sometimes 
that is a very, very important ele- 
ment in the option business. That 
is what we call “Calls for Specu- 
lation.” 

I would like to show you Puts 
for speculation, which is just the 
reverse. Suppose a stock is selling 
at 50, and a man thinks it is going 
to decline, he buys a Put at 50 
for 90 days for approximately 
$350. 

I might add at this time that the 
money prices that I put down, like 
that $350, fluctuate according to 
supply and demand for thvuse 
particular options, and to the 
fluctuation of the stock in ques- 
tion. 

When a man buys such a Put 
at 50 for 90 days for $350, should 
the stock go to 20 in the time. he 
buys 100 shares of stock in the 
market and he delivers it accord- 
ing to his Put contract to the 
maker of the Put at 50. and he has 
made 30 points, less the cost of 
buying the stock and the Put. 

I should like to point out that 
if this man were wrong, and the 
stock went to 75, he merely aban- 
dons his option and his total loss 
is $350. 

Let’s compare that with a man 
who sells 100 shares of stock short 
at 50 because he too thinks it 


to point out to 
you watch the point 
cases, that regard- 
happened to this 
stock, even had it 
way, the total risk 


is 
going to 20. These people who 
play the market are very, very 


sure that their ideas are right, or 
else they wouldn’t do it. The one 
man buys a Put at 50 good for 
90 days for $350. The other man 
says, “I am not going to spend 
$350 to buy such a Put because 
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Korea and Aftermath 


By ROGER W. BABSON 


Mr. Babson holds Administration may have been prudent in 
not backing Chiang Kai-shek in China, and as regards Europe, 
says our policy should be to hope for best and prepare for 


Believes there will be no World War III, and advises 


owning own home and having diversified list of good common 
stocks as inflation hedge. 


worst. 

During the past few days I have 
again been in New York City 
where I contacted some very im- 
portant people. Perhaps you 

would like a 
brief sum- 
mary of what 
these real 
thinkers’ be- 
lieve regard- 
ing the Ko- 
rean situation 


and the world 
in general, 
Evensome 


leading Re- 

publicans feel 

that we have 

pursued a 

wise Chinese 

policy in ac- 

Roger W. Babson cepting the 

theory that 

Communism would _ inevitably 
spread throughout China. When 
I visited China, I found terrible 
poverty and suffering among 
these hundreds of millions of 
people. I am not surprised that 


they blindly grasp at the promises 
of the Communists. The State 
Department, therefore, may have 
been prudent in not’ backing 
Chiang Kai-shek; it may be unjust 
for us to persecute Lattimore or 
any other honest man for taking 
a similar position. 

Certainly, at all costs, we should 
hold Formosa but avoid war with 
China. These people have always 
been friendly to us. By a “hands- 
off” attitude, we can again have 
their friendship after the present 
storm is over. People in close 
touch with the Far East believe 
that Communism is less likely to 
spread throughout Indo-China, 
Burma and India if we stick to 
the State Department’s much 
criticized position. 

What About Europe 


My knowledge of Europe indi- 
cates that our policy there should 
be ‘to hope for the best but pre- 
pare for the worst.’ The people 
in Western Europe are unhappy, 
and this includes the English 
people. They have been through 
two wars and feel that if World 
War III comes, their homes and 
farms will be the center of the 
conflict and they would suffer 
tremendously, whoever wins. 
Certainly, their only hope is for 
the formation of a united Western 
Europe and Great Britain with a 


combined army, navy and air 
force as urged by Winston 
Churchill. Governments will at- 


tempt this, but what the reaction 
of the masses will be at that time 
is uncertain. The Communists are 
making great promises while the 
Conservatives have little to prom- 
ise excepting the status quo. 

It is hoped by the common 
people of Western Europe and 
Great Britain that Russia will not 
risk a World War III, but if Rus- 
Sia does, that they can remain 
neutral. However, it is up to us 
now to help arm these people and 
aid them in every way. Otherwise, 
if we should get into war with 
Russia, our boys might be left to 
fight Russia pretty much alone. 
I have no fear of Russia licking 
us: but it is possible we cannot 
lick Russia! My present guess is 
there will be no World War III 
now. but that the Cold War will 
surely become hotter and more 
expensive. 

Let’s Look at History 
All readers snould secure from 


: their local library ‘““Wells’ Outline 
ect arg vag og ye - of History” or some popular His- 
eee ie - tory os England and read same. 

Continued on page 26 Starting several hundred years 


ago, when our ancestors were all 
serfs and had no property or other 
rights, up to the present time, 
there has been a_ continuous 
series of revolutions. These have 
come about once every 150 years 


and have been accompanied by 
bloodshed, sabotage and most in- 
human actions by the masses 
against large property owners. 
The same frighttul practices, now 
used by the Bussians and their 
allies, were common during the 
days of the English Cromwell, the 
French Revolution and the Thirty 
Years European War. This does 
not justify present Russian prac- 
tices, but it indicates that through 
such crimes, dishonesty and 
atrocities have the masses secured 
for us the freedom which we to- 


day enjoy. 


The fate of wealthy people in 
Poland, Bulgaria, Hungary and 
other Russian satellites is only a 
repetition of what has happened 
many times before. Those who 


owned only their own homes and 
land which they themselves culti- 


pated were not disturbed, but the 
rich Who collected rents for 
houses or land or interest on 
money suffered great losses. 
Those who had most of their 
assets well diversified among 
many things, including small 
amounts of coins, jewelry, good 
furniture, useful tools, etc., got by. 


Those who had some trade or pro- 
fession were protected. This in- 
cluded stone masons, carpenters, 
mechanics, shoemakers, and even 
musicians, artists and poets. All 
these revolutions were, however, 
followed by periods of destructive 
inflation which today would seem 
to make a well-diversified list of 
good common stocks and espe- 
cially convertible bonds the best 
hedge. Of course, a home in the 
country, in good repair, having all 
modern conveniences and enough 
fertile land for self support, with 
well-educated grandchildren, is 
our best protection. 


eS EEE ae 


'the KIPLINGER | 
WASHINGTON 
LETTER 


Your guide to 
Wartime controls 
Washington policies 
Business trends 


| Kiplinger reporting cuts through ru- | 

| mors and excited talk—gives you | 
clear, crisp reports, accurate forecasts, 

| the solid background you need for | 
today’s decisions. 

| Kiplinger editors know what infor- | 

| mation you want— where to get it— | 
how to present it so you can use it. 

| That's why every one of the weekly | 
Letters is packed with information | 

| that will help you take full advantage 

| of today’s opportunities. | 


And since the Letter is weeks, even 
months ahead of the news, it will help 
you plan ahead, knowing that your 
plans will fit tomorrow's needs. 


You can have the Washington Let- 
ter on your desk every Monday 
morning for 13 weeks for only $4.50. 
(Regular, full-year rate is $18.) 


Just tear out this ad, and return 
it to us today. Attach your check, 
or tell us to bill you later—in either 
case we'll start your trial subscrip- 
tion immediately. 


KIPLINGER Letters | 


Room 52 1907 K St, N.W., Washington 6.0. ¢. | 
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An appreciable rise was noted in total industrial production 
last week with output for the country markedly above the level 
of the comparable period in 1949. Reflecting higher production, 
overall claims for unemployment insurance held virtually steady 
with the previous week. 








3s * 
Indicative of the heavy spending program contemplated by 
the Nationa! Administration to help defray the cost of the Korean 
War and now being implemented, Congress on Saturday last 


approved a $4.500,000,000 tax increase bill. In keeping with the 
provisions oi the bill employers will be required to start with- 
holding taxes from wages and salaries at the higher rates on 


Oct. 1, next 
Peisona! income taxes will advance about 17% on the aver- 
age and corporation levies about 15%. The increases are not 


fully effective until Jan. 1, but for 1950 they will apply to one- 
fourth of an individual’s income and one-half of a corporation’s. 

The present 15% withholding tax on wages and salaries (after 
personal exemptions) will be raised to 18% on the first of next 
month, 

Steps are 
revenue in the 
billions. It is 
Congress 1¢ 


now being taken to supplement the government’s 
form of an excess-profits tax to raise additional 
expected that such a bill will be ready when 
sumes its work in November. 
: Be % 
Incre asccd costs about the home and for clothing are playing 
a significant 


part in higher living expenses. According to the 
3ureau oi Labor Statistics’ consumer price index, living costs 
continue,; climb between mid-July and mid-August, but the 
pace was slower. Food prices, which had been rising rapidly 


since mid-April, declined slightly in the latest period, while price 
advances for home furnishings, clothes and fuel lifted the index 


as of Aug. 15 to 173% eof the 1935-39 average. This represented 
a gain of 0.5, over July 15. From mid-April to mid-July, the 


index advanced more than 3%. 
a a 

This week inflationary pressures are mounting in the iron and 
steel markets with supply shortages increasing despite record pro- 
duction, says “Steel,” national authority on the metalworking in- 
dustry. Demand is stronger than ever with military and related 
needs expanding steadily. Prices are moving upward, reflected 
in continued isolated advances, especially last week’s increase of 
$3 per ton on pig iron by several leading midwestern producers. 
Meanwhile. continued stability of the finished steel price structure 
is jeopardized by a possible early hike in steel wages coupled with 
contirued rising general production costs. 

Expectations are, states the magazine, that the larger steel- 
makers will await settlement of the wage question before acting 
on prices. In the meantime, however, smaller producing interests 
continue to cffect increases. 

No easing in tight supply is in early prospect. Actually, con- 
ditions are expected to worsen over coming months despite gov- 
ernment svonsored allocations and inventory controls. The latter 
means littie in present circumstances since consumers’ stocks have 
not been excessive for months past, and with producers allotting 
tonnage based on historical pattern of sales there is little possi- 
bility of consumer hoarding. 

Barring serious labor trouble, continues “Steel,” production 
is certain to hold at or close to capacity for months to come. 
Sporadic Wildcat strikes currently are hampering finished steel 
output at some plants. Seeking to keep in step with the expand- 
ing demand for steel, the industry again has revised upward its 
expansion plans, its program now calling for increasing present 
ingot capacity of over 100,000,600 tons to 108,000,000 tons by the end 
of 1952. This is an increase of about 3,000,000 tons over projected 
constructi earlier this year. 

x % * 
Synthetic rubber will account for about 54% of the country’s 
total consumption in the last four months of this year and con- 
siderably more in 1951, states Harry E. Humphreys. Jr., President 
of United States Rubber Company. In the first eight months of 
this vear it was 40%. 

The reason for the transition is that the government is buying 
large tonnages of natural rubber for stockpile to insure our secur- 
ity in the event supplies from the plantations should be cut off, he 


said 
: % x 

A moderate rise in August building permit valuations for 215 
cities of the United States over the July level was registered, 
according to Dun & Bradstreet, Inc. 

The aggregate volume for August came to $550,997,973, a gain 
of 5.0% cover July’s $524,978,208, and a drop of only 3.2% below 
the all-tine high of $568,904,044 set last May. It was 585% 
above the August, 1949, valuations of $347,409.808 and the highest 
for any previous August on record. 

Fo: York City alone building plans filed during August 
amounte to $57,858,882, a rise of 2.0% over $37,123,541 in July, 
but a decrease of 8.4% from $41,341,128 in the like month of last 
Vear. 

The tirst eight months of 1950 set a new all-time high mark in 
building mit valuations. The total for 215 cities for the elapsed 
poriion of this year went to $3.785.896,378 or only slightly less than 
the aggregate for the entire hitherto peak year of 1949. It was 
49.8°- greater than the $2.527,756,054 for the corresponding eight 
months’ period of last vear. 


Steel Output Scheduled at Largest Weekly Amount 
Ever Made 


Steel users looking for some clear-cut rules on defense steel 


Continued on page 33 


Says Nation Can Supply 
War and Civilian Needs 


The full needs of the armed 
services can be met and the 
civilian economy maintained at a 
very high level if America makes 
full use of its 
enormous 
productive 


capacity, Dr. 
Allen A. 
Stockdale, of 


the National 
Association of 
Manufac- 
turers, told 
the Savings 
Bank Associa- 
tion of Maine 


at its recent 
annual “fam- 





’ 


ily dinner” in 
the Rangeley 
Lakes Hotel, 


Dr. 


A. A. Stockdale 


Rangeley, Me. 

“At no time in the past has 
American industry been so well 
prepared for whatever assign- 
ments may lie ahead,” the repre- 
sentative of an association whose 
15,000 members produce 85% of 
this country’s manufactured goods 
said. 

This country’s manufacturing 
capacity is at least 50% greater 
today than it was only 10 years 
ago and goods are being turned 
out at a rate of 60% above the 
1940 level, he asserted, adding: 

“The $10 billion requested by 
the President for defense purposes 
represents only about 4% of our 
present gross national product.” 

American industry today is 
capably manned with well-trained 
and experienced workers and has 
an abundance of skilled engineers, 
chemists and other technicians, 
Dr. Stockdale said, “who can be 
shifted from peacetime to defense 
production as needed with a 
minimum of dislocation or delay.” 


The United States is in a strong 
position, industrially, Dr. Stock- 
dale continued, because of the 
“tremendous investment” in new 
plants and in modernization and 
improvement of old plants since 
the end of World War II. 

These enormous investments by 
private business, plus the 100-odd 
government-owned plants built in 
World War II, will make it un- 
necessary, Dr. Stockdale said, to 
use materials and manpower for 
new construction on anything like 
the scale necessary in the last war. 

Observing that some people in 
Washington “appear more con- 
cerned with controlling this na- 
tion’s economic life than they are 
in expanding it,’ Dr. Stockdale 
said that experience has shown 
that controls “discourage and de- 
press” production. He quoted Earl 
Bunting, managing director of the 
Manufacturers’ Association, as 
having said: 

“American productive might has 
well been termed the ‘arsenal of 
democracy.’ It can best be main- 
tained as such by a minimum of 
economic controls and govern- 
mental interference. Industrial 
management has time after time 
demonstrated its understanding of 
national problems as well as its 
ability to out-perform the world. 
If the time should come when al- 
locations and priorities are re- 
quired in the public interest, then 
such controls can best be exer- 
cised by industry committees 
functioning under government ap- 
proval and protection.” 


With Russell, 
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By A. WILFRED MAY 





The Investor Today—In a World of Uncertainty 


In the first place, the basic division between the state of 
prosperity of ‘Wall Street” as an industry, and the welfare of the 
individual investor in recent years should be realized. 

It is true that in the 1920’s, from the end of World War I 
to the 1929 debacle, the profitability of invest- 
ment banking and brokerage was quite closely 
correlated with the ups and downs of the in- 
dividual investor. Both the industry and the 
investor-turned-gambler were quite thorough- 
, ly annihilated in the 1929-32 hclocaust. The 
| brokerage fraternity and th»: industry gen- 
erally got “‘burned” in the New Era because 
they could not withstand the New Era urge to 
' abandon their traditional safe functioning as 
| uninvolved commission earners with the result 
that much of the professional element as 
participants too, also went down with the 
pyramided “investment wusis,”’ gambling 
pools, and wildlyv-floated new issues of that 
i time. 

During the ensuing 193Cs and 1940s the 
individual investor seemeau on the whole to 
fare considerably better than the “industry,” 

partly because of the imposition of the New Deal's securities reg- 
ulation, self-purging and_ general legitimization. This was 
typically reflected in the contrast between the post-depression 
quintupling of the stock price averages to a level above one-half 
their fantastic 1929 peak; in contrast to which the price of Stock 
Exchange seats, geared to activity, has recovered to barely one- 
tenth of the 1929-inflated high. Some fillip to the Street’s long- 
term prosperity has, of course, been furnished by the sensationally 
increasing popularity of mutual fund distribution; but this is as 
yet not been decisive. 








bs 


A. Wilfred May ? 


The Long-Term Corrosion of the Investor 

Irrespective of such Investor-Street comparative develop- 
ments surely the status of the individual investor has been in a 
long-continued state of deterioration. This we can note in three 
stages: (1) The period of relatively free capitalism pre-1933, (2) 
post-1933 controlled capitalism, and (3) the cur.ent and pros- 
pective armament economy post-Korea. 

The contrast between the contemporary plight of the creditor 
class and its former high estate can be demonstrated by recalling 
his early 19th Century lending operations when private bankers 
like the Rothschilds in Europe rescued theirs governments with 
loans affording 5-9% interest rates. To periods of uncertainty 
private bankers had large holdings of gold, (a medium today en- 
joved mainly by Hindus). During the Civil Wer tre United States 
Government paid the rentier 6% on his long-term bonds and 12% 
for short-term money. In 1919 the Victory Loan bore a coupon 
as high as 44%. 

During the past two decades the investor hcs found himself 
living in an era of managed and otherwise debased currencies, 
forbidden to protect himself through gold-holding and gleaning 
from his dollar bonds only 24%%-—before taxes at continually 
higher rates. Nor can the owner of capital escape from the diffi- 
culties resulting from money tinkering by simply assuming con- 
tinued dollar depreciation—because of timirs difiiculties. We 
must remember that, during the past 150 years three long-term 
in-flations have been offset by three de-fiaiions beginning with 
the 29-year period following the war of 1812. 


The Medern Equity Holder's Dilemmas 
Likewise, worsening has been the status oi the capital owner 


holding equities. On a world-wide scale he has had to face 
constantly increasing political interventions and_ socialization. 
Without the deliverable votes, since invesiing iS an avocation 


Continued on page 37 
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Insurance Stocks—Their 


Past and Prospects 


By VINTON C. JOHNSON* 


Vice-President, First Boston Corporation 


Mr. Johnson reveals growth of profits and advances in insur- 
ance stock values im recent years. Points out insurance stocks 
are still selling roughly at only 84% of book value. Holds 
underwriting gains in current year, though probably not equal 
to 1949, will still be very substantial, and lists several life 
insurance companies whose shares may be considered as 
growth stocks and thus good investment for trust funds. 


As shown on Exhibit A you 
will notice the Dow-Jones Indus- 
irial Average, Best’s Fire Insur- 
ince Company Stock Index and 

Best’s Casual- 
! ty Insurance 
| $44 Company In- 
dex—listed by 
year-ends 
since 1933 
the entire 
time that the 
latter two in- 
dices have 
been com- 
piled. At the 
bottom is 
liste d the 
month-end 
“averages” tor 
this year tvo- 
gether with 
the percent- 
age changes so far this year and 
ihe preceding two years. Study of 





Vinton C. Johnson 





*A paper by Mr. Johnson befwre the 
insurance Forum of the New York Society 
of Security Analysts, New York City, 
sept. 20, 1950. 


the tabulation reveals that the in- 
dustria! average is up this year, 
while fire insurance and casualiy 
insurance stocks are down. Why 
is this so? 

The fire insurance industry in 
1949 experienced its most profit- 
able underwriting year on record. 
There ere several ways of meas- 
uring this success but I think the 
simplest and easiest way is to 
combine the losses and expenses 
into what is known as the com- 
bined loss and expense ratio, This 
is compiled by measuring the 
losses against premiums earned 
and the expenses with premiuims 


written. The industry showed a 
combined ioss and expense ratio 
(before Federal income tax) 0: 


63.1% in 1949—an indicated prolit 
of about 17%. This compares 
with 89.4% in 1948 and ten-year 
average of 95.93%. In other words 
the indicated profit, before Fed- 
eral taxes, was better than three 
times the ten-year average. 
During the first eight months 
of this vear fire losses throughcut 
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the country were 4.7% more than 
for the corresponding period last 


year and 32% less tnan for the 
same period in 1948. However, 
these tigures do not include cer- 
tain extended covers such as 
windstorm—and losses in this cat- 
egory have been greater than in 
1948. So it looks like underwrit- 
ing results o{ the fire insurance 
companies will approximate the 
1948 underwriting results when 
the combined ratio was 69.4% 
an indicated profit of over 10% 
and more than twice the ten-yeur 
average. 

The casualty insurance industry 
is also expected to show smaiicer 
underwriting profits. Tne com- 
bined loss and expense ratio for 
the industry last year was 91.86% 
and this year it probably will ap- 
proximate 95%. The ten-year 
average was 93.0%. 

I have mentioned underwriting 
ratios which have to do with the 
insurance part of the earnings. 
The other main source of earnings 
is the income the companies re- 
ceive upon their portiolios. Of 
course, the investment income 
will be substantially higher for 
both fire and casualty insurance 
companies this year but the un- 
derwriting results usually deter- 
mine the price performance of 
these stocks. For instance, the last 
real “big” years that the industry 
had prior to 1948 ani 1949 were 
in 1934 and 1935. In those years 
the combined loss and expense 
ratio was 91.00% and 88.3% re- 
spectively. You will note on the 
stock averages sheet that for this 
two-year period the index for fire 
insurance stocks rose more than 
100% while the Dow-Jones Indus- 


trial ir creased about 45% or less 
than half of the increase shown 
by the fire insurance company 
stocks. 


they a 
compat 


re 
les. 


all within 
So 


it 


the first 
is safe to 


15 
say 


that this is a representative group 
of the type of company in waich 
there is a very good investor in- 


terest. 


I understand 


that 


one 


of tne 


purposes of this forum is to ascer- 
tain the merits of insurance com- 


pany 


stocks 


unde: 


the 


prudent 


man theory of investment for trust 


funds. 
The 
a’ce ¢c 
World 
very 


domestic 

ies, 
War I had 
modest 


oinpa 


stock 


fire 
which 

shown only a 
development, 


insur- 
prior to 


have 


sirce that time, as shown by this 


tabulat 


ion, 


reported 


2) 


a fairiy 


good underwriting profit and (2) 


a remurkable increase 


in 


invest- 
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this time stockholders have been 


rewarded witn a subsialitial and 
a fairly steady increase i.: casn 
dividends. 


The aggregate adjusted under- 
writing profits ot this group were 


particularly high in the vears 
1919, 1935, 1948 and 1949. as a 
result of substantial declines in 


loss ratios. Although losses were 
reported from underwriting oper- 
ations in nine of the 36 years tab- 
ulated, net investment inco ne was 
sufficient to more than off-et these 
losses so that there were net prof- 
its in every year. I think this is 
a very important factor from a 
trustee’s point of vicw. The in- 
vestment income of the eight com- 
panies increased gradualiy up 


through 1930 and again iroin 1933 


EXHIBIT A 


1950 Underwriting Profits Will 
Still Be Substantial 

So at the present time it appears 
that although underwriting profits 
be lower in 1950 than last 
vear, they will, however, be very 
substantial. Investment income 
Inquiries invited in all Unlisted Issues will be higher. There = another 
| factor which has kept insurance 
Trading Department, LOUIS A. GIBBS, Manager stocks from performing _ well _ 
the industrials — namely, yield. 
At the beginning of the year a 
representative group of fire in- 
surance stocks yielded 3.50%. 
Such a yield is not too bad if the 
outlook is for appreciation in the 
market for the stocks. However, 
when the industry had just com- 
pleted its most profitable year on 
record, the chances at the begin- 
ning of this year were better for 
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largest stock fire insurance com- 
— — panies in the country and I be- 
(| lieve today—35 years later—that 
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ment tncome. Moreover, during 
Dow-Jones 
Late Incustrial 
12/31/33 99.90 
34 194.04 
35 144.13 
“6 179.90 
37 120.85 
38 154.76 
39 150.24 
40 131.13 
41 110.96 
42 119.40 
43 135.89 
44 152.32 
45 192.91 
46. 177.20 
47 181.16 
48 177.30 
49 200.13 
1/31/50 201.79 
2/28/50 203.44 
3/31/50 206.05 
4/30/50 214.33 
5/31/50 223.42 
6/30/50 209.11 
7/31/50 209.40 
8/31/50 216.87 
Percent Change: 
12/51/49-8/31/50 8.3% 
Year 1949 +12.8% 
Year 1948 _— 2.1% 


Bi Fire Be C alty 

Insurance Stock Insurance Stock 
Index Index 
100.0 100.0 
147.5 137.3 
203.4 239.5 
194.1 262.0 
142.3 197.3 
171.4 260.4 
183.4 285.2 
184.3 267.1 
179.8 274.4 
177.8 3142 
192.9 349.6 
195.0 363 4 
229.8 458.8 
200.9 400.5 
199.5 383.4 
236.3 403.2 
285.7 478.1 
279.3 479.0 
286.6 496.8 
283.3 466 9 
273.8 478.1 
262.9 492.8 
273.4 445.0 
253.6 413.1 
269.2 444.7 
— 5.8% — 1.0% 
+ 20.9% + 18.5% 
+ 18.8% 2.2 Te 


EXHIBIT B 


AGGREGATE OPERATING RESULTS OF EIGHT SELECTED 
FIRE INSURANCE COMPANIES 


(Not Consolidated ) 


Acijiusted Net “Net Cash Dividend Inve:tment 
Underwriting Investment Operating Pa.d to Income Paid 
Yeat Protit Licome Earnin, Stockhclde: i. D. idends 
000s Omitted 
1914 $1,094 $7,355 $8,453 $5,980 81.26% 
1915 5.968 7.478 13,446 5,980 79.97 
1916 4,685 8,319 13,004 6,420 77.17 
1917 11,489 8.967 20,456 6,868 76 59 
1918 12,341 9.947 22,288 7,340 4a.t0 
1919 24,322 11.449 33,771 8,866 77.44 
1920 9,317 13 558 22,875 9,440 69 63 
1921 "4.163 15,425 10,962 10,520 639.55 
1922 4,527 15.124 19,622 i2,020 79.48 
1923 5,764 15.829 21,593 2.810 29.93 
1924 "3,595 16,656 13,040 13,112 78.82 
1925 *3.973 18 C40 14.067 13,565 75 19 
1926 11,922 18,047 16,125 14,090 76.07 
1927 8.411 19,121 27,532 15.320 80.12 
1928 14,0€5 20,203 34,268 16,123 79.80 
1929 18,481 21,775 40,256 17,530 60.50 
1830 12.325 6 004 23,679 21,249 61 71 
1931 3.083 24.362 27,245 21,667 88.94 
1932 3,347 19.430 16,083 17,728 91.2 
1933 13,113 16.756 29,869 14,644 87.40 
1934 16,309 17,400 33,709 14,929 85.80 
1935 ; 20,833 17.832 38,665 19,542 109.59 
1936 : 9.647 21,257 30,904 17,430 82.00 
1937 11.791 22,108 33,899 19,211 66 90 
a 10,498 20,204 30,702 19,252 95 29 
1939 8.665 22.092 30,757 19,252 87.14 
1940 : 9,223 23.490 32,413 20,702 88.13 
71941 §,859 24,824 31,674 21,702 87.42 
1942 "844 24 662 23.818 20,702 63.94 
1943 10,760 24,299 35,059 21,576 88.79 
1944 972 25,529 24,557 19,980 78.26 
1945 3,856 26.480 30.336 20.494 44.39 
1846 2.179 27.969 25,796 20,880 74 65 
1947 539 30,833 31,372 21,130 68 53 
1948 27,870 35.973 63,843 22,527 €2 62 
1949 ‘ 54,035 42.188 96,223 25,719 69.96 
Average _- 89.69 
*Does not include realized or unrealized profit or loss on securities 
‘Prior to 1941, Federal income taxes in most imstances were chareed to 
adjusted underwriting profits; thercfere, to keep the figures comparable, we have 
charged the taxes to underwriting in 1941 and subsequent years, although 
actually the practice has beer to charge income taxes to the total of under- 


writing and investment income. 


Consists cf statutory underwriting profit plus or minus the chanze in 
the equity in the Unearned Premium Reserve. S'nce 1941 an allowa has 
been made at the then prevailing rates for the indicated incurred Federal 
income tax on this change in equity. 

Including only dividends received from subsidiaries. 


‘Indicates deficit 











through 1949 when in the latter 
year the previous hign year—1930 
—was Surpassed 1% times. Last 
year’s investment income was 
more tt.an double that of 1938. In 
every year with but one excep- 
tion (1935) investment income 
exceeded’ cash dividend payments 
and in every year net operating 
earnings exceeded cash aividend 
payments ody a considerable mar- 
gin. Tis is another factor that 
should be of interest to trustees. 
I have indicated that under- 
writing ratios for 1950 will prob- 
ably approximate those of 1948. 
For this group of companies—at 
a 45% tax rate—the underwriting 
profit should approximate $25,- 
900,000. Although it is a little 
difficult to know what year-end 
dividend payments of industry in 
genera: will be, 1 would assume 
that the net investment income 
of these eight companies would 
be not less than $4642 million— 
or total nei operating earnings of 
about $72!2 million. On Sept. id, 
1950, tne aggregate market value 
of this group was $901,075,000 or 
approximately 12% times esti- 
mated carnings for 1950. A year 
ago thcy were selling for 7.9 limes 
latest »ublished earnings — two 
years ago for 11.7 times and three 
years i e figure was 13.4 times. 
With dividend payments to 
stocknvluers Of tuls group of com- 
panies isis year of at least $30,- 
600,000, or 19% more than in 1949 
but still only two-thirds of pro- 
jected investment income for this 
year, it is reasonable to expect in- 
creases in dividends to stockhold- 
ers of fire insurance companies 
within the next six months. 


Immeaiately you say — what 
about excess profits taxes and 
how will such a law affect the 


earnings ai.d dividend outlook. I 
don’t know what legislation wili 
be enected but I have heard that 
average earuings of tne years 
1946 through 1949, is one method 
that wili be used as a base figure. 
The average earnings before taxes 
for this group for the years 1926 
throug. 1949 was $54 million. This 
amount is substantially below our 
most recent figures anu may atf- 
fect fire insurance company stock 
prices adversely. I have mentioned 
that the market value last Friday 
(Sept. 15) was $901,075,000. This 
figure is 164 times the base earn- 
ings calculated on tne average 
earnings This seems amply high 
and may be another re.usv. why 


insurance stock prices Lave not 
participated in the general rise 
experienced by many equities. 


Another method for figuring ex- 
cess pro its during World War li 


was based upon the amouuwt cf 
invested capital. Applying this 
methoi and the then prevailing 


rates to our particular group, the 
base figure is $62 millicn. At the 
present market these stocks are 
selling at i4% times this esiimated 


base ‘igure. Again this figure is 
somew..at higher tia: tue usuai 
“times earnings” figures for in- 


surance stocks. 

According to the aggregate fig- 
ures in Exhibit B the net operal- 
ing eerni: gs after taxes in 1948 
amounted to about this same fig- 
ure. T. ec Best’s Stock Fire Insur- 
ance Index in the year 1948 va- 
ried from a high of 236.3 and a 
low 195.4 as cornparei with the 
figure at the end of August this 
year of 269.2. 

It should be noted, however, that 
under either method of caicula- 
tion of » base earnings figure that 
present dividends to stockholders 
would be covered by a generous 
margin—in fact sufficient to allow 
for divicend increases. This snould 
be important to trustees. 

While nothing has been said 
about adjusted book values or so- 


called liquidating values, it may 
be of interest to note that at the 
close oi 1949, the aggregate figure 


of this group was $1,105,666,000. 
So these stocks are selling at the 
preset iime for rougaly 64% of 
adjusted book value. 

Based upon this very. short 
analys.s it would seem to me that 
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insurance stocks should give a 
good account of themselves in the 
next six months in comparison 
with stocks in general but I am 
not too optimistic about them on 
the pius side. 


Life insurance as Growth Stocks 


In nddition to the fire and cas- 
ualty insurance company stocks, l 
want to suggest that if any of you 
that are really looking for growth 
stocks—that you take a look at 
life insurance company stocks. 
While the supply of life stocks is 
not great—there are several that 
have a fairly good market. The 
yields on life insurance stocks are 
much lower generally than other 
insurance stocks but in recent 
years. life companies have de.a- 
onstrated exceptional growth and 
earning power. 

Stocks you might look it—Con- 
necticut General, Lincoln Nationai 
Life, Monumental Life, Aetna Life 
Insurance, Continental Assurance, 
Traveiers Insurance. 

The first four are strictly life 
insurance while the latter two 
operate in the fire and casualty 


fields as well as life. Maybe some 
Gay we can have a session devoted 
to life insurance company stocks. 





COMING 
EVENTS 


In Investment Field 








Sept. 26-30, 1950 (Virginia Beach, 
Va.) 
National Security Traders As- 
sociation Annual Convention at 
the Cavalier Hotel. 


Sept. 28, 1950 (New York City) 

Charles Hayden Memorial 
Trophy Golf Tournament at the 
Baltusrol Golf Club, Springfield, 
N. J. 


Sept. 29, 1950 (Chicago, Ill.) 


Investment Analysts Club of 
Chicago luncheon meeting in the 
Georgian Room, Carson Pirie 
Scott & Co. 


Oct, 12, 1950 (Dallas, Tex.) 
Dallas Bond Club Annual Col- 


umbus Day Outing at the North- 
wood Club. 


Nov. 26-Dec. 1, 1950 (Hollyweoed, 
Fla.) 
Investment Bankers Association 
Annual Convention at the Holly- 
wood Beach Hotel. 


Dec. 8, 1950 (New York City) 

New York Security Dealers As- 
sociation Silver Anniversary Din- 
aer at the Waldorf Astoria Hotel 
(Starlight Roof). 


June 11-14, 1951 (Jasper Park 
Lodge, Alberta, Canada) 

Investment Dealers Association 
of Canada Annual Convention. 


With Waddell & Reed 


(Special to THE FINANCIAL CHRONICLE) 
; YUMA, Colo.—Albert W. Morris 
Is connected with Waddell & 
Reed, Inc. of Kansas City. 


Frank Newman Adds 


(Special to THe FINANCIAL CHRONICLE) 


MIAMI, Fla.—Simon Pleiter has 
become affiliated with Frank D. 
Newman & Co., Ingraham Build- 
ing. 
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Irving Lundborg Admits 


SAN FRANCISCO, Calif. — Ir- 
ving Lundborg & Co., members 
of the New York and San Fran- 
cisco Stock Exchanges, will admit 
S. Duffield Mitchell to partner- 
ship on Oct. 5. Mr. Mitchell wil! 
make his headquarters at the 
firm’s San Jose office, Bank o% 
American Building, of which he is 
Resident Manager. 


With Kaiser Co. 


(Special to THe FINANCIAL CHRONICLE) 


SAN FRANCISCO, Calif.—Wil- 
liam W. Guelph and Howard W. 
Proefrock are with Kaiser & Co., 
Russ Building, members of thc 
San Francisco Stock Exchange. 


Two With Peters, Writer 


(Specia] to THe FINANCIAL CHRONICLE) 


DENVER, Colo.—John S. Ral. 
ston, Jr. and Patrick T. Thompson 
are now affiliated with Peters, 
Writer & Christensen, Inc., 724 
Seventeenth Street. Mr. Thompson 
was formerly with Revel Miller & 
Co., Los Angeles. 
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|| Lehman Brothers 


|| Wertheim & Co. 


(Incorporated ) 





Blyth & Co., Inc. 
| Eastman, Dillon & Co. 


White, Weld & Co. 


Central Republic Company 





| This announcement is under no circumstances to be construed as an offer to sell, or as a solicitation of an offer to buy 


any of these securities. The offering is made only by the Prospectus. 


Safeway Stores, Incorporated 


110,000 Shares 
4% Preferred Stock (Cumulative), $100 par value 


Price $100 per share 


(plus accrued dividends from July 1, 1950) 





257,064 Shares 


Common Stock, $5 par value 


Subscription Warrants evidencing the right to subscribe to these shares have been issued by the 
Corporation to holders of its outstanding Common Stock, which Warrants will expire at 3 P. M., 
New York time, on October 5, 1950, as more fully set forth in the Prospectus. Common Stock may 


be offered by the underwriters, as set forth in the Prospectus. 


Subscription Price 


to Warrant Holders 


$28 per share 


Copies of the Prospectus may be obtained in any State in which this announcement is circulated from only 
such of the undersigned or other dealers or brokers as may lawfully offer these securities in such State. | 


Merrill Lynch, Pierce, Fenner & Beane 


The First Boston 
Glore, Forgan & Co. 


Stone & Webster Securities Corporation 


Dean Witter & Co. 


Drexel & Co. 


Hemphill, Noyes, Graham, Parsons & Co. 
Lee Higginson Corporation 


Paine, Webber, Jackson & Curtis 


Corporation 


Goldman, Sachs & Co. 


Incorporated 


Hallgarten & Co. 
Hornblower & Weeks 


Spencer Trask & Co. 


Harriman Ripley & Co. 
Kidder, Peabody & Co. || 
Union Securities Corporation 
A.G. Becker & Co. 
Hayden, Stone & Co. 
W.C. Langley & Co. 


Carl M. Loeb, Rhoades & Co. 
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Blair, Rollins & Co. | 


Incorporated 
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Boom and Bust, and Gold 


By FRANK LILLY 
President American “Hard Money” Association 
Executive Secretary, Prospector and Mine Owners Association 


Mines research statistician, ascribing “booms and busts’ to 
over-expanded paper money credit, points out that during 
“bust” periods gold equities increase im value while other 
values fall. Contends present U. S. gold price is too low, and 
present London gold price parity is equivalent to $102 an 
ounce. Warns U. S. is losing gold and present Treasury gold 
stock is not exc:ssive in view of a heavy National debt and 
expanded business act.vity. Says world still operates on gold 
standard, and JU. S. is in disadvantageous position because of 
absence of free gold market. 


“Tiere is a tide in the affairs of men, 
Which, taken at the flood, leads on to fortune.” 


Since ocean ti es occur in two 
flow - and - ebb cycles during the 
lunar day of 24 hours and 49 
minutes, Shakespeare could have 
worded his 
Statement 
as follows: 
“There are cy- 
cles in the af- 
fairs of men, 
which, taken 
on their up- 
ward trend, 
lead on to 
fortune, Or, 
taken on their 
downward 
trend, lead to 
a loss.” 

The fact that 
almost every 
phase of na- 
ture occurs in cycles is now well 
established by science. There are, 
for example, cycles of wet and 
dry years, go0d and poor crops, 
sunspots, salmon runs, flu, wheat 
prices, building construction, com- 
mon stock prices, etc., etc. Each 
of these cycles Fas an upward 
trend which persists for rather 
definite periods, peculiar to its 
own category, and a succeeding 
downward trend covering a pe- 
riod which, on the whole corre- 
sponds to the time covered by the 
upward trend, 


Frank Lilly 


23-22 Major Boom-and-Bust 
Cycles 

Since 1795 there have been 23 
major booms and 22 busts in the 
United States. In other words, 
there have been 23 periods of up- 
ward trend, including the present 
one, in industrial activity as re- 
flected by common stock prices, 
and 22 downward tren sg or busts. 
The average length of a boom- 
and-bust cycle hus been approxi- 
mately seven yeers, including both 
upward and downward trends. 

Of the 23 


amen 


—— “— en 


ma‘or booms, three 


were the result of price inflations, 
four were during war periods, four 
were postwar, four were second- 
ary postwar, one was bank credit 
expansion, two were land booms, 
one a railroad boom, one a cor- 
poration merger boom, one (1929) 
is classified as a bull-market 
boom, leaving two due to diversi- 
fied factors. 

Of the 22 major busts, four were 
war depressions; three, primary 
war depressions; four, secondary 
war depressions; three, wide- 
spread bank failures; one, debt 
repudiation; one, rich man’s panic; 
one, crop failure panic; one, crop 
surplus panic, leaving four due to 
diversified causes. 

Boiled down to essential facts, 
the booms were the result of ex- 
panding credits established on 
Cebts incurred in the purchase of 
war materials, postwar recon- 
struction, land purchases, railroad 
building, industrial construction, 
etc. The busts occurred when the 
debts represented by paper cur- 
rency, bonds, notes, mortgages, etc. 
were out of balance with the hard 
money supply. 

Here is an eye-witness report of 
what occurred during one of the 
boom periods around the middle 
of the 19th century: 

“Paper money brought every- 
one to Wall Street. It circulated 
like the fertilizing dew through- 
out the land, generating enter- 
prise, facilitating industry, de- 
veloping internal trade; the rail- 
roads found their business in- 
creased beyond their most san- 
guine expectations, speculation be- 
came wide and extravagant. Many 
persons denounced the specula- 
tion but that was entirely idle: the 
thing to be denounced was the 
cause, Remove tne cause and you 
remove the evil. Preserve a sound 
money and speculative gambling 


Continued on page 31 
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October 1, 1950 to April 1, 1951. 


} 


September 2%. 1950 








(Republic of Colombia) 
8% External Sinking Fund Gold Bonds of 1924 
Dated October 1. 1924, Due October 1, 1945 


Municipality of Bogota 
= 
(Republic of Colombia) 
Power and Light Consolidation Loan of 1927 
lwenty-Year External 614% Secured 


Sinking Fund Gold Bonds 
Dated April Ist. 1927, 


NOTICE OF EXTENSION 
The time within which the Offer, dated November 15. 1944. to 
exchange the above Bonds and the appurtenant coupons for 
Republic of Colombia, 3% External Sinking Fund Dollar Bonds, 
due October 1, 1970. may be accepted is hereby extended from 


_ Copies of the Offer may be obtained upon application to the 
Exchange Agent, The National City Bank of New York. Corporate 
frust Department, 20 Exchange Place, New York 15. N. Y. 


Bogota 


Due April Ist, 1947 


SANTIAGO TRUJILLO GomEz 


Mayor of Municipality of Bogota 
Republic of Colombia 
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Dealer-Broker Investment 
Recommendations and Literature 


It is understood that the firms mentioned will be pleased 
to send interested parties the following literature: 











Guide to Wartime Controls, 
Washington Policies & Business 
Trends — Kiplinger’s Washington 
Letter—Special 13-week offer only 
$4.50 with ad on page 4 of today’s 
issue—Kiplinger Letters, Room 52, 
1907 K Street, N. W., Washing- 
ton 6, D. C. 


Inflation vs. Deflation——Discus- 
sion—Francis I. du Pont & Co., 
1 Wall Street, New York 5, N. Y. 


Over-the-Counter Index—Book- 
let showing an up-to-date com- 
parison between the thirty listed 
industrial stocks used in the Dow- 
Jones Averages and the thirty- 
five over-the-counter industrial 
stocks used in the National Quo- 
tation Bureau Averages, both as 
to yield and market performance 
over an eleven-year period—Na- 
tional Quotation Bureau, Inc., 46 
Front Street, New York 4, N. Y. 


Textiles — Study H. Hentz & 
Co., 60 Beaver Street, New York 4, 
New York. 


* * # 


Archer Daniels Midland Co.— 
Memorandum—Sutro Bros. & Co., 
120 Broadway, New York 5, N. Y. 


Central Maine 
Memorandum Maine Securities 
Co., 465 Congress Street, Port- 
land 2, Maine. 

Also available is a memorandum 
on St. Croix Paper Co. 


Power Co.— 


Chicago & North Western Rail- 
way Analysis Dreyfus & Co., 
50 Broadway, New York 4, N. Y. 


Cooper-Bessemer Corporation— 
Bulletin—A. M. Kidder & Co. 
1 Wall Street, New York 5, N. Y. 


Dominion Steel & Coal Corp., 
Ltd. — Analysis Cohu & Co., I 
Wall Street, New York 5, N. Y. 

Also available is an analysis of 
Kaiser Aluminum & Chemical Co. 


Fairchild Engine & Airplane 
Corp.—Memorandum—Selig Alt- 
schul, 25 Broad Street, New York 
SB. x. 


General Box Company — Anal- 
ysis—Semple, Jacobs & Co., Inc., 
408 Olive Street, St. Louis 2, Mo. 


Kimberly-Clark Corp.—Memo- 
randum — Shearson, Hammill & 
Co., 14 Wall Street, New York 5, 
New York. 


Long Bell Lumber Co.—Memo- 
randum—May & Gannon, 161 De- 
vonshire Street, Boston 10, Mass. 


Maule Industries — Circular — 
Aetna Securities Corp., 111 Broad- 
way, New York 6, N. Y. 


Nashville, Chattanooga & St. 
Louis—Circular—Vilas & Hickey, 
49 Wall Street, New York 5, N. Y. 

Also available are an analysis 
of Pennsylvania Railroad and a 
leaflet of Railroad Developments. 


Riverside Cement Company— 
Card memorandum Lerner & 
Co., 10 Post Office Square, Bos- 
ton 9, Mass. 


Rockwell Manufacturing Co.— 
Memorandum—Walston, Hoffman 
& Goodwin, 35 Wall Street, New 
York 5, N. ¥. 


Royalite Oil Co. Report—Bache 
& Co., 36 Wall Street, New York 5, 
New York. 


Safway Steel Products—Anal- 
ysis in current issue of ‘“‘Business 
and Financial Digest’’—Loewi & 
Co., 225 East Mason Street, Mil- 
waukee 2, Wis. 


Stromberg - Carlson Company— 
Card Memorandum — Rogers & 
Tracy, Inc., 120 South La Salle 
Street, Chicago 3, Ill. 


U. S. Thermo Control—Analysis 
—Raymond & Co., 148 State 
Street, Boston 9. Mass. 


West Penn Electric—-Memoran- 
dum—Josephthal & Co., 120 Broad- 
way, New York 5, N. Y. 


Western Airlines, Inc.—Special 
review—John H. Lewis & Co., 
63 Wall Street, New York 5, N. Y. 


No Likelihood of 
Early European Unity! 


By E, W. FLENDER 
Partner, C. B. Richard & Co., Members of N. Y. S. E. 


Reporting his impressions gained on a recent trip to Europe, 
E. W. Flender expresses pessimism regarding a quick and 
voluntary unity of Europe, notwithstanding the Russian men- 


ace. 


Says European investor may have to revise opinion of 


American securities as “Iron Ration.” 


The striking observation forced 
upon the American observer dur- 
ing the past summer on _ the 
European continent was the feel- 
ing of alarm about Russia. The 
fear of impending political com- 
plications was the more acute as 
one approached the Iron Curtain. 
In cities close to the Eastern Zone 
of Germany, such as, for instance, 
Hamburg, people were practically 
prepared to leave at a minute’s 
notice. 

In some part satisfaction was 
keen that the United States has 
taken a firm stand in Korea. No- 
body doubted the ultimate suc- 
cessful outcome of the American 
action. Naturally, Europeans are 
Europeans first, so on _ second 
thought apprehension as to the 
effect of the Korean campaign on 
European security became a much 
discussed subject. The possibility 
that the Korean, or similar war- 
like action in Indo-China, Burma, 


etc., might necessitate keeping 
many U. S. divisions in the Far 
East, is considered a weakening 
of the ability of the United States 
to help the European continent in 
case of need. 

Military circles seem to be less 
alarmed for the immediate future. 
Speculation was rife to the 
Russian strategy in the event of 
war. The majority view reasoned 
that Russia would strive to reach 
the Pyrenees quickly in the firsi 
onslaught and to make an effort 
to hold the Atlantic Coast. Fail- 
ing to be able to do so, she would 
probably put as much European 
manpower into Russian labor bat- 
talions and, after a most thorough 
scorched earth policy in the in- 
dustrial districts, would retire to 
the marshes of Poland for a long, 
drawn-out campaign. 

In view of such dire possibili- 
ties, it appears strange to the 
American observer that the idea 


as 


... Thursday, September 28, 1950 


of European unity has gained so 
little ground. To be certain, lip 
service to the thought is rendered 
everywhere but very little tangi- 
ble, if anything, has been achieved 
so far. The traditional antagonisms 
and economic rivalries, the long- 
ingrained nationalism. and the 
jockeving of private interests and 
political parties tor positions or 
some selfish advantages are heavy 
obstances in the way of achieving 
European unity quickly by volun- 
tary agreement. 

One conclusion drawn from the 
recent political events. very pleas- 
ing to the Europeans. is the fact 
that logic demands continued help 
under the Marshall Plan for an 
indefinite period of time. 

Bankers in Switzerland and 
Holland are wondering how high 
American taxes can be raised 
without killing all incentives. 
There is agreeient that there is 
a limit somewhere. It is admitted 
that this limit is higher in an 
economy which carries on a de- 
liberate “controlled” mild price 
and wage inflation. permitting 
skimming off larger amounts of 
taxes than would be possible in 
an economy of steady prices. The 
imponderables of the situation as 
it is developing in the United 
States are, however, iged to be 
such that the 
when the European investoi 
have to revise his opi 
U. S. securities as representing to 
him the  never-faili 
Ration.” 


time may come 
may 
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Bogota Bond Exchange 
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Full Employment Policy— 
An Inflationary Threat 


By STUART 
Economic Adviser 


ARMOUR* 
to the President, 


The Steel Company of Canada, Ltd., Hamilton, Ont. 


Canadian economist, commenting on the Full Employment doc- 
trine as exemplified in U. S. and Great Britain, points out its 
dangerous implications to free enterprise and the national 
economy. Sees, in implementation of doctrine, continuous in- 
flation and loss of individual liberties as well as destruction of 
the middle class, together with Capitalism. Cites Britain as 
example, and warns of policies that tend toward Stateism. Con- 
cludes following an inflationary policy plays into Russian hands. 


While Americans and Canadians 
may be divided politically, and 
while there are important differ- 
ences in our respective national 
economies 
despite super- 
ficial resem- 
blances. we 
have pretty 
much the 
same social 
aims and am- 
bitions. 

We live be- 
side you. and 
we are enor- 
mously influ- 
enced by you 
every hour of 
every day. We 
like you: and 
yet we seem 
to feel there is something not 
quite right in our doing so. Per- 
haps our attitude may best be 
compared to that of our fathers 
who flocked to the Midway in 
this great city more than half a 
century ago. They certainly liked, 
but they most certainly highly 
disapproved of, those Hoochie- 
Coochie dancers. 

Which is not to suggest that we 
have ever compared you as a 
nation to anything so flighty as 
a Midway dancer. Perish that 
thought. Still, the involutions and 
convolutions of your goverii- 
mental policies, both international 
and domestic, have at times 
seemed to us almost as intricate, 
if considerably less exciting, than 
those of La Bella Fatima. 

Perhaps as a resident of a coun- 
try which belongs to what until 
recently was called the British 
Commonwealth of Nations, I 
should remind you that consider- 
ably less undulating policies 
earned for Britain the opprobrious 
title: “Perfidious Albion.” That 
title did Britain’s popularity no 
good: and in certain quarters it 
may even have dimmed the real 
glory of her achievement. It is 
said, for instance, that the popu- 
larity of Albion, save as a political 
issue. has not been very great 
hereabouts. 

Yet one dares to suggest, even 
in this vicinity, that you might 
benefit from Britain’s long ex- 
perience. After all, Britain was 
the creator of Capitalism. Fur- 
thermore, until she turned away 
from what was perhaps her great- 
est creation, she exercised leader- 
ship on a world scale. Perhaps 
history will regard Britain as the 
best example of what happens to 
a nation which loses faith in the 
system which has made her great. 





Stuart Armour 


You now bestride the Western 
World. Today your actions, and 
even what you say, set the pat- 
tern for all of what we call civili- 
zation. We all look to you, and 


we are all so dependent upon you, 
that what you may decide upon 
almost any economic, social or 
political question will affect the 
future. as it affects the present, of 
every believer in personal free- 
dom everywhere in the world. 
Being dependent upon you, we 
other nations are in varying de- 
gree at your mercy. Because of 
our own lack of self-sufficiency, 





*An address by Mr. Armour at the 
19th Annual Meeting ot the Controllers’ 
Institut: of America, Chicago, Ill., Sept. 
20, 1950. 


especially in the face of our need 
to keep our living standard in 
approximate consonance with 
your own, we Canadians in par- 
ticular are often affected quite 
as much by your domestic as by 
your international policies. 

Paradoxically we can _ usually 
survive our own work stoppages 
better than we can those which 
deprive us of such essential sup- 
plies from U. S. sources as coal, 
ore, oil, refractories, and certain 
classes of food and steel products. 

Because of these factors it may 
not be too presumptuous for an 
outsider to suggest that your every 
economic, social and political ac- 
tion should now be framed with 
at least some reference to its pos- 
sible repercussions far beyond 
your own borders. 

Above all, it seems to me to be 
vitally necessary for you to re- 
member that what your relatively 
closed economy may be able to 
afford is likely to prove quite be- 
yond the reach of many others 
less fortunately situated. Does not 
the world dollar problem in es- 
sence arise from the desire of other 
nations to duplicate your standard 
of living without having the 
means, or perhaps even the de- 
sire, to adopt the American way 
of life? 

In other words, you have set a 
pattern which others often find 
it quite impossible to copy. This is 
bound to create grave strains and 
stresses throughout the world — 
strains and stresses which may 
prove very dangerous unless you 
can not only maintain an extreme- 
ly high level of statesmanship, 
but also develop in non-govern- 
ment quarters a restraint which 
does not always come naturally to 
those who live in our exhilarating 
North American atmosphere. 

You may remember that one of 
the most urbane and cynical and 
modern writers said not so many 
years ago: “If a nation values any- 
thing more than freedom it will 
lose that freedom; and the irony 
of it is that if it is comfort or 
money that it values more it will 
lose that too.” ! 


Danger of Losing Freedom 


It has often seemed that in the 
pursuit of comfort and money we 
North Americans have been in no 
little danger of losing our cher- 
ished freedom. Perhaps we may 
still lose it if we look on Free- 
dom as something we can buy 
with money alone. The men who 
in signing your Declaration of 
Independence signed the death 
warrant of tyranny in North 
America, and throughout the 
Western World, did not seek to 
buy liberty. They unflinchingly 
pledged their lives and their 
sacred honor, as well as their 
property, to a great cause. 

But we, doubtless animated by 
the highest motives, have too often 
sought to achieve what we con- 
ceived to be a good end by the 
worst of bad means. 


Whatever social justification 
one may choose to adduce, the 
fact remains that ever since the 


end of World War I we have taken 
collective action which has put a 
premium upon extravagance. In 
a sense we thereby reversed an 


age-old practice of war. For while 





1 Somerset Maugham. 





we forbade our fighting men to 
loot the cities they captured we 
taught them, and civilians as 
well, to loot their own economies. 
Some of the most pressing of 
present-day problems had their 
genesis in the actions we took as 
long ago as the end of World 
War I, now some 30 years ago. 


In the intervening period our 
people learned that if only they 
cried loud enough or long enough - 
our governments would give them 
what appeared to be aid under 
the attractive name of Social Se- 
curity or Social Welfare. Of 
course, those we had chosen as our 
leaders did not bother to point 
out that State aid was bound over 
time to become more and more 
illusory. Perhaps they themselves 
did not realize that in pursuit of 
a policy of succouring its citizens 
the State would inevitably be 
bound to indulge in_ practices 
tending continuously to lower the 
value of its money. We also failed 
to establish in the public mind 
the fact that everything must be 
paid for out of production. It is 
apparently still news to many 
people that every wage increase 
or pension or welfare payment is 
a claim upon production, and 
hence that unless man-hour pro- 
ductivity rises concurrently such 
benefits will not only be worthless 
but actually destructive because 
of the inflation they engender. 


Thus our failure to establish in 
the public mind the connection 
between cause and effect in the 
realm of economics has already 
cost us very dear. Unless we can 
make the people of North America 
realize that connection, we shall 
eventually pay an even more bit- 
ter price. 


Squeeze on Middle Class 


We have also failed so far to 
convince the man-in-the-street 
that if we continue the process of 
robbing Peter to pay Paul we 
shall at some point inevitably 
squeeze the Middle Class out of 
existence. Truth to tell we have 
scarcely bothered to make pcople 
realize the value of a_ solvent 
middle class—the great dynamic 
of our society. Perhaps our failure 
to make manifest the vital role of 
a thrifty and hence a capital- 
creating middle class goes far to 
explain the current public ignor- 
ance or misunderstanding with 
respect to profits. 

Nicolai Lenin, that master revo- 


lutionary, realized what an in- 
superable barrier a prosperous 
middle class represented to the 


forward march of Communism. 
Lenin laid it down that one of the 
first moves in the destruction of 
Capitalism, and hence of personal 
freedom, must be the destruction, 


the middle class. We ourselves 
have been able to observe, on the 
southern part of this hemisphere 
in particular, the baleful results 
ot erecting societies which did not 
encourage the growth of a middle 
class. 

If we in North America do wipe 
out our middle classes economic- 
ally we shall eventually wipe 
them out socially and politically. 
If, or when, that happens be as- 
sured that government here, as it 
has done elsewhere, will degen- 
erate into a _ contest between 
dictatorships of the right and of 
the left. 

Out of a sense of equity, or 
perhaps because of a bad con- 
science, we tempered the wind to 
the shorn lamb after the debacle 
of 1929. In thus seeking to save 
people from the results of their 
own folly were we not per aps 
guilty of trying to play God’ At 
any rate, by doing what may at 
the time have appeared to be only 
an isolated humanitarian action 
did we not embrace the fallacy 
that two wrongs make a right? 


Having embraced that fallacy 
we have been driven by the logic 
of our action to do many other 
things which seem very unlikely 
to be in the long-run public in- 
terest. For instance, because we 
helped “A” in 1930 it was sucess- 
fully argued that we must help 
“B” in 1933. However, the claims 
of A and B being no more valid 
than those of C and D, we soon 
found ourselves involved in sub- 
sidizing out of the public purse, 
in one form or another, nearly 
every class in our society. 


Such proof of the open-end 
character of commitments which 
have as their objective saving 
mankind from the results of its 
own folly should certainly have 
taught us the economic futility of 
trying to play God. But despite our 
proven record of hardheadedness, 
we evolved in the process of sat- 
isfying the claims, however out- 
rageous, of A, B, C, and D, the 
mad notion that government had 
some secret source — other than 
the printing press—from_ which 
to satisfy our every demand. We, 
who had laughed to death a score 
of absurd ideas, found nothing 
amusing in our own failure to 
realize that government itself pro- 
duces nothing and is hence the 
great parasite. We shut our eyes 
to the fact—writ so large upon 
history, and always at the fore- 
front of our own experience—that 
in order to give, a government 
must first take. We chose to ig- 
nore the fact that in taking the 
State could only seize the produc- 
tion of someone in order to play 
Fairy Godmother to someone else. 


It was but a step—and a spe- 
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the doctrine that the government 
must provide a job for every per- 
son who wanted to work. That 
commitmer.t—surely the greatest 
burden cver laid upon production 
in peacetime—was explicit in the 
case of Britain and Canada 
through the issuance of White 
Papers setting Full Employment 
as their goal. This was done 
despite the fact that not even the 
most learned economist appeared 
able to define exactly what was 
meant by that glittering general- 
ity. 

Commitment to Full Employment 


The commitment to Full Em- 
ployment in your case was at first 
cnly implicit, since Congress 
changed the title of the enabling 
legislation from the Fuli Employ- 
ment Act to the Emplo. ment Act 
19 26: 

While that change in legislative 
title may have implied a limita- 
tion upon how far your govern- 
ment might go toward providing 
jobs, in practice you have shown 
the same disposition as the rest 
of the Anglo-Saxon world to make 
job creation a task of the State. 


Incidentally, as a result of its 
five-year pursuit of Full Employ- 
ment, the Anglo-Saxon world is 
row confronted with a dilemma 
which appears well-nigh impossi- 
ble to resolve. 

Existence of that dilemma, and 
also, incidentally, of our cone« 
tinued failure to see the connec- 
tion betwixt cause and effect, wag 
set forth, unfortunately, in rather 
involved language, in an editorial 
in the New York “Times” only 
three weeks ago. Said the 
“Times”: 2 

“The real choice that faces the 
United States is the choice bee 
tween the philosophy which glori-« 
fies full employment at the ex- 
pense of all other values, includ- 
ing long-term economic stability, 
and free enterprise, including the 
wholesale economic phenomenon 
known as the business cycle. If 
the latter (that is Free Enter- 
prise) is to be preserved as 
against the former, with its 
destructive long-term inflationist 
consequences, then those who 
would defend it, it seems to us, 
must be prepared to accept two 
basic responsibilities. First, they 
must be prepared to resist infla- 
tion wherever it appears, since it 
is during inflation that the dis- 
equilibrium is created which 
transforms the downward phase 
of the business cycle into depres« 
sion. Second, they must be pre- 
pared to see that, just as the 
community has placed a floor une 


Continued on page 28 








: , ; - . : 2 Editorial, The New York “Times,” 
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Bank and Insurance Stocks 











By H. E. JOHNSON 
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This Week—Insurance Stocks 


The investment merits of insurance stocks and insurance com- 
pany investment policies were the subject of discussion at a 
luncheon meeting on Sept. 20 of the New York Society of Securit, 
Analvsts. The panel featured talks by Vinton C. Johnson, Vice- 
President of the First Boston Corporation; Shelby Cullom Davis 
of the investment firm that bears his name, and C. John Kuhn, 
Vice-President of National Surety Corporation. 


Mr. Johnson reviewed the current outlook for insurance com- 
pany earnings, pointing out that while results in 1950 are not 
likely to equal the extremely favorable showing of last year, they 
would be favorable compared to any other previous period. 
Although underwriting results varied considerably from 
year to year, the steady flov growth in investment income 
over the years was emphasized 

A tabulation of eight selected fire insurance companies was 
presented to those present showing the record of earnings and 
dividends going back to 1914. During this period it was shown 
that inves income of the eight companies increased grad- 
ually up through 1930. There was some decline in the following 
three but from 1933 through 1949 there was an increase in 
each year and since 1938 such income has more than doubled. 

It was also pointed out that investment income for the current 
period will show a substantia! increase and that it is reasonable 
to expect further increases in the dividend payments of fire insir- 
ance companies within the next few months. (For full text of Mr. 
Johnson's remarks see page 6 

Mr. Davis held similar views on the long range position of 
insurance stocks. Also, it was his belief that the Korean war 
would have certain beneficial results for insurance company op- 
erations 
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—— By CARLISLE BARGERON : 


With the Congressional elections only slizhtly more than five 
weeks away. the Weshinzton political experts are fairly generally 
of the opinion that once again the Republicans are not in a position 
to take full advantage of the enemy’s derelictions. The belief is 

they will profit from the general mess of 
things but not to the extent they should be- 
cause their position is lost in the confusion in 
the voters’ minds and the fact that they have 
seemingly become so punch drunk in the 
pounding they have taken, the overwhelming- 
ness of the revolution through which the 
country has gone, they can’t present any party 
coherence. 

Take the Korean episode, for example. A 
few days alter Truman o:dered our troops into 
that country—the handful that were available 
with no equipment—a prominent Republican 
Senator told me he had never expected such 
political manna from Heaven. He had long 
Sit given up any hope of the Republicans 
returning to power except in the event of a 
serious depression, he said, and he did not 
want to see anything like this 3ut the war 

as it did, he felt had political value equal to this 


Carlisle Bargeron 


in Korea coming 
depression 

However, in the days of near hysteria in Congress that fol- 
lowed, the Republicans threw their full opportunity away. They 
did not focus up the main point involvea: Why in the name of 
Heaven are our troops in Korea? Instead they became more ex- 
cited than the Administration forces and began yelling for rigid 
controls of the country’s economy, for the draft, for higher taxes, 
for more spending on the military. They had no criticisin of 
Truman's declaring ar overnight, in effect, without consulting 
anyone save his Immediate advisers, and to this day, Washington 
correspondents have not been able to ascertain just which of them 
he consulted. Oh, there was some criticism of the 
which Tru took his action but the critics made haste to say 
they approved what he had done, would have upheld him had he 
come to Congress. If they approve of the principle, so to speak, 
they can’t hope to make a case out of the details. 

This, they are still not trying to do. Their big fire is around 
the charge that although Congress hed appropriated more than $59 
billion since World War Ii for the military, we were unprepared 
for the Korean war. They have accomplished Louis Johnson’s dis- 
missal with this fine cf attack but this is an accomplishmeni they 
are not partic oud of and certainly it 
divide 

The victory now in 
of unpreparedne seen now as 
pared Phe na iit ent were not right ere on 
of course, and und ie Administration policy of not 
either Ko: nosa there was certainly no reason 
men and « hould be there. Under the 
the military se to have done a remarkable job 
self to a unexpected situation. It is ironical 
job was done under the man who has been kicked out 
our alleged unprep not the man who has succe 

The Republicans are, of course, making the 
stage for Korea was set by Roosevelt’s and Truma: 
Stalin and it is difficult to see how there could be any gainsaying 
of this. But an immediate fact is that tnere would not 
been the Korean war had Truman not overnight, insofar as can be 
determined, in a moment of impetuousity such as that which 
penned the letter anout the Marines, ordered it when his previous 
attitude had becn an open invitation to the North Koreans. 

It seems to me that if the Republicans had just stuck to 
these simple facts they would be in a much better position than 
they are. The espousal of the cause of the Chinese Nationalists 
by an influential group of Renublicans, their charge that the 
betrayal of Chiang Kai-shek in favor of the Chinese Reds is re- 
sponsible for Korea, won't in my opinion, get them any votes. The 
purpose of this group was to prevent Acheson from recognizing 
Red China and permitting her to be seated in the United Nations 
but this has never been clear to the general public. The average 
American was inclined to go along with the contention of these 
Republicans that the scuttling of Chiang Kai-shek turned China 
over to the Reds but it is doubtful if there was any great popular 
support for financing the Nationalist leader in the recovery of the 
country. It was something for the Republicans to cite in the list 
of foreign policy blunderings on the part of the Roosevelt and 
Truman Administrations but there the matter should have stopped. 

As matters now siand, Truman seems destined to end up on 
top in the Chinese controversy. Red China has been kept out of 
the Korean war. Much will be heard between now and Nov. 7 
from him and his propagandists of how his masterful diplomacy 
accomplished this. And the Republicans can’t truthfully claim any 
part of it. 

The question should arise in the public’s mind, though, as to 
why if Red China is eventually to get the recognition it seeks 
anyway, there should have been the fireworks in Korea. But 
what is more apt to stand out in the propaganda is that Truman 
called Stalin’s bluff, and that is what the American 
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... Thursday, September 28, 1950 


Customers’ Brokers 
Elect Officers 


Marsha!! Dunn 
At the largest dinner meeting in 
the history of the Association of 
Customers’ Brokers. the slate oi 
officers and members of the Ex- 
ecutive Committee were chosen to 
administe1 rganization’s af- 
fairs till Oct. 1, 1951. The elec- 
tion and dinner, which was at- 
tended by more than 100, was held 
at Miller’s Restaurant, Sept. 27. 
The slate elected was: 
President: Nicholas 
Drysdale & Co. 
Vice-President: Alfred 
Kidder, Peabody & Co. 
Treasurer: W alte 
€. J. Lawrence & Co 
Secretary Marsh 
Wood, Struthers & Co. 
Executive Committee: 
to 1954): Milton Pershing 
& Co.;: Willia Cogswell, Fahne- 
stock & Co.: Joseph Deetor. Laid- 
law & Co.: Harry Hern, Eastman 
Dillon & Co.; (serving to 1952 
John Tilney, Wood, Walker & Co 
Greg Lawrence, Francis I. du Pont 
& Co.; (serving for 1951): William 
Specht, Hay, Fales & Co. 
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Pay Final Respects 
To George Shaskan 


More than 400 people, including 
officials of Nassau County, branch 
businessmen and civic officials 
paid their final respects to George 
Shaskan, senior partner of the 
New York Stock Exchange firm 
of Shaskan & Co., New York 
City, at funeral services last week. 
Schools in the district were closed 
out of respect. Mr. Shaskan for 
the past 20 years had been a mem- 
ber of the Board of Education of 
School District No. 15 and for the 
past five years had acted as its 
President. 

In his eulogy, Robbi Judah Cahn 
declared that Mr. Shaskan almost 
to the end had spent his time 
serving the public and had taken 
a great interest in seeing that 
local youth received a good edu- 
cation. 
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State Tax Collections in 1950. 


By V. J. WYCKOFF 


Professor of Economics, DePauw University, 
Greencastle, Ind. 





Dr. Wyckoff, using U. S. census figures and other data, esti- 
mates state and local tax revenues for fiscal year ended June 
30 as around 7% above previous year. Ascribes most of rise 
in local government tax revenue in last decade to price and 


wage increases, but asserts state 


tax collections are about one- 


fifth more than justified by monetary inflation. Finds sales 

taxes superseding property taxes as chief state and local 

revenue source, and predicts further upward trend in state 
tax collections. 


I 


Tax collections by the 48 states 
reached an all-time high for the 
fiscal vear closing June 30, 1950, 
according to a preliminary report 
just released 
by the Gov- 
ernments 
Division of 
the Bureau of 
the Census. 
The total of 
$8,967 million 
was approxi- 
mately 7° 
above state 
taxes for 1949. 
Aid from the 
rTedqgerail 
government, 
charges for 
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services, and 

some miscel- V. J. Wyckoff 
laneous items 

will bring total state revenue to 


about $12,000 million when all in- 
formation is at hand. 

In comparison with Federal 
finances the above state tax figure 
of a rounded $9 billion, although 
double the 1941 sum, represents 
a rather modest increase. For the 
fiscal year ended June 30, 1950, 
the Federal Treasury took in $35.6 
billion from internal revenue (in- 
come, excise, estate, and employ- 
ment taxes) and customs, a total 
five times that of 1941. Miscel- 
laneous revenues not counting 
borrowing brought the total to 
$37 billion. Even at that the Fed- 
eral government had a deficit of 
$3.1 billion before any expendi- 
tures of a direct kind were made 
for the Korean war. 

When one comes to local gov- 
ernments (counties, townships, 
cities, villages, and special dis- 
tricts) tax collections have to be 
estimated. With about 155,000 
units of local government (116,000 


are school and special districts) 
the Census cannot collect finan- 
cial data annually, though all 


cities with populations over 25,000 
now are covered on a year-by- 
year basis. Local tax collections 
for 1950 ot about $8.2 billion may 
be considered a usable approxi- 
mation, an increase of 86% over 
1941. Additional revenue of prob- 
ably $4 billion came to local gov- 
ernments in the form of state and 
Federal aid. 


In spite of larger tax collec- 
tions on all levels of government 
than a decade ago, the sums were 
not adequate to meet expendi- 
tures. It has been mentioned that 
the Federal government had a 
deficit of $3.1 billion for the fis- 
eal year just ended June 30. Yet 
with an even larger deficit of- 
ficially predicted when President 
Truman January of this year 
presented the \dministration’s 
bude to Congress. the budget fo 
the 12 yiths endi June 30, 
1951. was planned for a deficit of 
$5.1 illior 
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. 1 . 4 
wili result in the 


before from the citizens of this 
country, several adjustments are 
necessary if one is to obtain the 
real significance of the trends of 
tex revenue over a decade or so. 
There are more people to pay 
such taxes, and for the most part 
people have more income with 
which to pay them. Also services 
offered citizens by their govern- 
ments are costing an increasing 
amount month by month as prices 
continue to rise. When these qual- 
ifications of population, income, 
and price increases are considered, 
the tax burdens imposed by Fed- 
eral, state, and local governments 
are somewhat less harsh. 
Population changes can be 
worked in with tax revenue by 
dividing population into tax col- 
lections. On such a per capita 
basis 1950 state tax collections 
came to approximately $61, an in- 


crease of 80% over 1941, whereas 
total dollar tax revenue in 1950 
was double the 1941 sum. Local 
tax revenue over the 10-year 
period can be less’ accurately 
measured, but reasonably close 
estimates indicate that on a per 
capita calculation all local gov- 
ernments in 1950 collected about 
64% more than in 194}. 


When one comes to the Federal 
government the ordinary operat- 
ing expenses, the hangover costs 
of World War IJ, the pre-Korean 
defense measures, and the sub- 
sidies of the Welfare State forced 
a great increase in tax revenues 
even when expressed in per capita 
amounts. Federal taxes in 1941 
worked out to about $53 per per- 
son; for the fiscal year just ended 
the figure was about $236! 

The above data show that the 
“statistical person” is paying 
more tax dollars to each level of 
government than in 1941. But it is 
generally observed that the aver- 
age person has more dollar in- 
come than 10 years ago, and the 
idea of tax burden certainly in- 
volves not only the tax bil! but 
also the money with which to vay 
it. This relation can be expressed 
through the use of national in- 
come figures which groups to- 
gether for total individual income, 
corperate profits before taxes, and 
inventory valuation adjustments. 

National income in 1941 was 
about $104 billion: as of mid-1950 
it probably will prove to be at 
least $225 billion, an increase of 
116%. During the 10 years from 
1941 to 1950 state and local taxes 
increased at a somewhat slower 
rate than national income. Fed- 
eral tax collections. however. 
eaped ahead. As a result whereas 
collections on all govern- 
levels in 1941 were about 
15.4°,o0f national income, by mid- 
1950 the total 23.5% almost 
me-fourth of the with 
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the average person being substan- 
tially a higher percentage of that 
person’s income than is now the 
case. 

Adjustments of state tax collec- 
tions as well as local and Federal 
levies to allow for population and 
income changes somewhat modify 
least the mental impact of 


index number to measure com- 
modities and government payrolls, 
the Bureau of Labor Statistics 
wholesale and consumer price in- 
dexes can be combined to give an 
increase of about 60% from 1941 
to 1950. excluding the renewed 
rise in prices since July of this 
year. 

In essence the adjustment of tax 
collections for price changes seeks 
an answer to this question: Ili 
prices had remained stable during 
the past decade what would be the 
amount of current tax revenues? 
Thus, 1950 taxes are expressed 
in terms of 1941 dollars. 

Without giving the details of 
calculations and qualifications it 
may be said that most of the rise 
in local government dollar tax 
revenue in the past 10 years can 
be accounted for by price in- 
creases in materials, supplies, and 
labor. State tax collections, how- 
ever, were up about one-fifth 
more than justified by monetary 
inflation. And Federal tax re- 
ceipts of $35.6 billion in 1950 even 
after adjustment for price changes 
about three times the 1941 figure. 

An increase in tax collections 
by governments from 1941-1950 in 
excess of amounts called for by 
changes in the price level suggests 
an expansion in the functions or 
services of government. One 
measurement of such expansion is 
the number of public employees. 
Here again the Bureau of the 
Census offers help in its periodic 
publications. Federal, state, and 
local civilian public employment, 
which includes school teachers, 
was reported as 6,358,000 persons 


in April, 1950, compared with 
4,627,000 in April, 1941, a gain 
of 37% 


Another indication of expansion 
in government comes from a study 
of payrolls. With a larger per- 
sonnel a higher payroll is to be 
expected, but during the _ past 
decade governmental civilian pay- 


rolls increased 141%, a percentage 
substantially more than the 
change in number of persons and 
more than enough to allow for 
price or wage increases. Further- 
more, the gains on the state and 
local levels were not much less 
than for Federal government. 


Ill 

What kinds of taxes are used 
by states? This question is im- 
portant to businessmen in making 
plans for expansion, to individuals 
where there is a choice of legal 
residence, to public officials faced 
with the problem of finding new 
tax bases not preempted or ex- 
hausted by competing govern- 
mental units. 

Fifty years ago the states raised 
very close to one-half of their 
total tax revenue from property 
even though the same base was 
almost the sole source of funds for 
county, township, and municipal 
governments. In 1950 the states as 
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Among sales taxes on specific 
or selected objects, that on motor 
vehicle fuels, a tax base used by 
all 48 states, brought in about $1,- 
548 million for 1950, a sum jusi 
slightly less than the general sales 
tax. Alcoholic beverage sales taxes 
although coming 
fuels provided much less money, 
$422 million, a sum almost identical 
with the tax on tobacco products 
no used by 40 states. taxes on 
gross receipts of insurance com- 
panies and public utilities, on ad-- 
mission pari-mutuals, and miscel- 
laneous bases offered the balance 
from sales taxes. 


Income taxes, 


next to motor 


individual and 
corporate, amounted to $1,32) 
million in 1950 compared with 
$1,234 million in 1949 for two- 
thirds of the states ‘using this 
source. License and_ privilege 
taxes or fees, predominantly those 
on motor vehicles and operators, 
also constituted an important cate 
gory with $1,211 million. 


a group collected only 3.4% from A quick summary is offered in 
this source, with three states no the accompanying table of these 
longer tapping property and taxes for 1959 together with a 
several others drawing only comparison of similar sources far 
negligible amounts. 1949, the war year 1944, and the 

For some years the dominant last of the pre-World War It 
source for state tax revenue has years 194l—a decade ago. The 
been the group of sales taxes. This columns giving the percerftage 


group includes the comprehensive 


general sales or gross receipts tax 


which in its most common forn 


is levied on retail sales with cer- 
tain exemptions. The general sales 


» change of major tax receipts from 
1$49 to 1950, as well as the per- 


1 cent distribution of tax bases in 
i950 are worth noting. For mosi 


of the tax groups aoliar collec- 


tax provided fully one-third of tions continued to mount over the 
total tax revenue for a number of decade; an exception in the wa) 
the 28 states which used this year 1944 was the tax on ra- 
source in 1950. tioned motor vehicle fuel. 
STATE TAX COLLECTIONS, BY MAJOR SOURCE: 1950, 1949, 1944, AND 1941 
fax Collections Change To 
(Amount in millions) from Distri- 
1950 1949 1944 1941 1949 to bution 
TAX SOURCE Prelim.) 1950 1950 
General sales, gross receipt $1,679 $1,609 $721 $575 4.3% 18.7% 
Motor vehice fuels 1,548 1,361 685 913 13.7 17.3 
Alcoholic beverage sales 422 426 267 216 1.1 4.9 
Tobacce products sales 421 383 160 106 8.4 4.9 
Motor venicie, operator license 749 665 394 434 i2.7 8.4 
Individual, corporate incomes 1,32] 1,234 762 422 7.0 14.9 
Property 305 280 247 268 10.7 3.4 
Death and gift 170 176 112 118 3.4 1.9 
Severance 210 201 71 53 4.5 2.3 
Unemployment compensation 1,028 973 1,319 901 5.7 11.5 
Other tax ource: 1,114 1,036 646 501 7.6 12.4 
Total tax collection $8,967 $3,349 $5,384 $4,507 7.4% 100.0% 
Reference: State Tax Cellecticns in 1950 (same fcr 1949), Bureau of 


the Census, Washington, August, 1950. 


There a natural interest 
the position of individual states i 


is il 


regard to tax collections in abso- 
capita 


lute amounts, on a per 


in 


basis, and so forth. For details 
1 on each of the 48 states reference 
will have to be made to the publi- 

Continued on page 16 
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By JOHN T. CHIPPENDALE, JR. 


Federal’s handling of the refunding and its monetary endeav- 
ors against the iorces of inflation continue to dominate the gov- 
ernment market. As is to be expected when an important change 
in policy is being worked out, it is usually accompanied by con- 
siderable uncertainty. Today’s situation is no exception to the 
general rule. These uncertainties include the all-important ques- 
tions of larger reserve requirements and higher short-term rates. 
Due to these conditions, the indecisive action of the government 
market should not be considered strange. Operators are confused 
and this means the sidelines hold the greatest attraction until 
there is clarification of some of the issues at stake. 

In a market which is trying to find out where it is going the 
tap bonds have given a better performance than the eligibles. 
This is attributed in no small measure to official support by the 
Central Banks. Tne longer and intermediate bank issues have been 
on the defensive, due to a considerable extent to insurance com- 
pany liquidation, especially in the 1956/58s. The shorter-terms 
have been coming and going from bank portfolios, because of the 
higher prime bank rates. The 1%%%, 14% and 2% issues have 
been under pressure because of this and the tight money con- 
ditions. 


Inflation in the Spotlight 


With inflation very much in the forefront, so much so that the 
Chairman of the Federal Reserve Board gave it a full outing and 
official recognition in a recent speech, it is not surprising that the 
government market is .n an anxious mood. The more the inflation 
spiral is emphasized the less likelihood there is that pressure will 
be lifted from the money markets. Restrictive measures will be 
continued at least until other controls are put into effect by the 
President which will most likely not be until after the election. 
In the interim ard probably for a considerable time thereafter, the 
Central Banks will keep the money market in an uncertain state 
to combat ti.e inflationary trend. There has already been a tight- 
ening of interest rates, which has had a noticeable effect upon 
yields of government securities. Yet on the other hand, many of 
the other inflationary forces, one of which is loans, have not been 
influenced so far b. higher money rates. Also there is consider- 
able question whether just slightly higher interest rates will slow 
the demand for loanable funds. 


Higher Reserves Expected 

This brings up the point as to whether there will be a further 
rise in interest rates in an attempt to slow the trend of loans. It is 
believed in some quarters this might knock out some of the mar- 
ginal ones. It is also expected (as a part of the whole program) 
there will be an increase in reserve requirements to mop up excess 
reserves which have been created by Federal’s buying of securities 
to put over the Treasury’s refunding operation. This means the 
commercial banks :re right in the middle again. What will they 
do to meet higher reserve requirements? It is more than likely 
that government securities will be sold in order to take care of 
larger reserves. This would not only take away buyers from the 
bank issues but it would bring liquidation into these securities. 

With a raising of reserve requirements will there be another 
increase in short-term rates? Under such conditions not a few of 
the well-informed followers of the money markets look upon an- 
other upping of the certificate rate as distinctly more than a mere 
possibility. It is being pointed out that more stringent monetary 
measures as an effort to retard the inflationary trend will prob- 
ably bring with them a one-year rate of 1%%. A narrowing of 
the credit base, along with somewhat higher short-term rates, 
might have a dampening influence upon loans. Nonetheless, the 
monetary authorities can do only so much to slow down the infla- 
tionary forces, because there are other outside factors which must 
be controlled before a real effort can be made to stop the spiral. 


Investors in a Quandary 
In the meantime, while there is all this indecision in the gov- 


ernment market, as to whether reserves are to be increased or 
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whether short-term rates are to go up again, it is not surprising 
to find buyers on the uncertain side, to say the least. If there is 
to be further adjustment in money rates, there will most certainly 
be changes in yields of government securities especially the eligi- 
bles. This feeling seems to account for the slackening in demand 
for the intermediate-term banks. There is, however, still a certain 
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amount of scale buying put in a less vigorous vein than was the 


case recently. 
in a not dissimilar fashion. 
The ineligibles continue to 


range without going anywhere in particular. 


The longest-term bank issue has also been affected 


back and fill within a narrow 


These issues would 


also be affected by higher short-term rates, as well as by the 


amount of support or the lack of it, by the Central Banks. 


Non- 


bank holders are still getting out of these obligations to take on 


higher-yielding 


non-government securities. 


Pension funds and 


charitable organizations have been doing some spotty scale buying 


of these bonds. 


Switching between the various tap issues has 


accounted for quite a bit of the activity in these securities. 
More interest seems to be building up in the last three maturi- 
ties of the partials, because of the desire among deposit banks for 


tax shelter. 


Although these securities are quoted down in periods 


of market weakness, very few of these bonds have come into the 


market for sale. 


A real price decline in the 2%s would be wel- 


comed by many commercial banks. 


Restrictions on Bank 
Holding Companies 


By HON. JOHN J. SPARKMAN* 


U. S. Senator from Alabama 
Chairman, Senate Committee on Small Business 


Senator Sparkman, upholding centrol of free enterprise not in 
public interest, describes actual and proposed regulations of 
bank holding companies. Points out banks may be controlled 
by interes:s who do not own shares in these institutions or who 
do not vote their stockholdings. Sees holding companies as 
means of using bank funds for non-banking purposes and con- 
tends bank holding regulation is not threat to dual banking 
system. Concludes, though bank holding companies are not 
necessarily undesirable, provisions of existing control laws 
are inadequate to prevent abuses. 


I have been asked to discuss the 
subject “The Banker’s Stake in 
Free Enterprise,’ with particular 
emphasis on bank holding com- 
pany legislation. 

To begin with, I think there are 
several phases of the problem of 
free enterprise that we should 
keep clearly in mind: 

First, freedom of 
does not mean freedom for eco- 
nomic forces, dominated by sel- 
fish interests, to run rough-shod 
over the legitimate activities of 
business. It means, as I under- 
stand it, opportunity for those 
forces to operate without restric- 
tion so long as they do not en- 
croach upon these other activities, 
or upon the public interest. When 
that limitation is exceeded, it is 
proper that freedom of enterprise 
should be brought under such 
control as may be necessary in 
the public interest. 

Second, it should be recognized 
that government has for a great 
many years very properly under- 
taken to regulate private enter- 
prise when necessary to curb 
abuses growing out of its unre- 
stricted use of monopolistic power. 

Thus the phrase ‘“‘free enter- 
prise” is a relative term. In its 
strictest sense, there is no abso- 
lute freedom of enterprise, just as 
there is no absolute freedom of 
the individual. In a civilized so- 
ciety it often is necessary to im- 
pose restrictions in order to in- 
sure a maximum of freedom. 


Third, I think we should not 
lose sight of the fact—and I think 
it is a fact—that bigness of busi- 
ness is not in itself an economic 
evil. Bigness of business is against 
the public interest only when the 
power inherent in size is abused— 
when it is used to cripple or 
destroy other business enterprises 
in order to crush out legitimate 
competition and to enable the big 
concern to increase its profits at 
the expense of the public. 

With these preliminary obser- 
vations, let us proceed to consider 
the banker’s stake in free enter- 
prise within the limits of justice 
and fair dealing. 

It would be “carrying coals to 
Newcastle” for me to undertake 

*An address by Sen. Sparkman at 
luncheon of Independent Bankers Asso- 
ciation of Twelfth Federal Reserve Dis- 
trict, New York City, Sept. 26, 1950. 


enterprise 


to outline to this group what is 
invoived in the problem of free 
enterprise as related to the busi- 
ness of banking. Your organiza- 
tion has worked too long and too 
hard for the changes you want in 
the banking laws for me to bur- 
den you with those details. 

While efforts toward effective 
regulation of monopolistic devel- 
opments in banking have been 
carried on for a number of years, 
and have not been entirely fruit- 
less, there is still much to be de- 
sired. I shall refer briefly to what 
has been accomplished, and then 
discuss current efforts toward 
needed changes. 

Your organization grew out of 
the spirit that impels the small 
operator in any line of business 
to oppose undue encroachment 
upon his legitimate field of oper- 
ations, particularly after he has 
worked hard and established his 
right to the field by rendering 
satisfactory service to his cus- 
tomers and his community. 


Opposed to Undue Expansion 
of Bank Holding Companies 


To narrow this to the field of 
banking, it means, I assume, that 
the independent bankers are op- 
posed to the undue expansion of 
branch banking, chain banking, 
and bank holding companies. At 
this time it is necessary to con- 
fine our attention to only one of 
these related problems—that of 
bank holding companies. 

Bank holding companies are 
not a new development in the 
business of banking. They have 
existed to some extent for a great 
many years, but their expansion 
was phenomenal in the Twenties 
—a period in our economic life 
that had many other phenomenal 
features. 

It was during this decade that 
bank holding companies reached 
such proportions that they were 
widely recognized as a threat to 
the sound and orderly conduct of 
the banking business. 


Among the more important dan- 
gers that seemed to lurk in the 
unregulated expansion of bank 
holding companies were their 
power to acquire and operate non- 
banking businesses, and_ their 
freedom from the supervisory and 
examination § restrictions tradi- 
tionally and wisely imposed upon 
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banking institutions. There were 
other dangers, it is true, but per- 
haps these were the most out- 
standing. 

Eiforts to eliminate or to mini- 
mize these objectionable features 
of the bank holding company 
problem began, sotar as Congres- 
sional action is concerned, in 1930. 
After extensive hearings Congress 
recognized the need for the reg- 
ulation of bank holding compa- 
nies, and there was included in 
the Banking Act of 1933 legisla- 
tion designed to provide such 
regulation. 

It was provided, among other 
things, that before a holding com- 
pany may vote the stock which it 
may hold in a bank which is a 
member of the Federal Reserve 
System it must obtain a permit 
to do so from the Board of Gov- 
ernors of the Federal Reserve 
System. 

The Board has discretion to 
grant or to withhold the permit, 
but as a condition of granting the 
permit the holding company is re- 
quired, on behalf of itself and its 
controlled banks, to agree to sub- 
mit to examinations, to establish 
a reserve fund, and to dispose of 
all interests in securities compa- 
nies. 

These changes in the law 
brought some of the bank holding 
companies under regulation, but 
left others, even though covered 
by the same definitions in the 
law, entirely free from regulation, 
because the law is based solely on 
the voting permit to which I have 
just referred. 

Voting Permit Not Effective 

There is no requiremen in the 
law that a holding company must 
obtain such a permit, although 
when the law was passed it was 
believed that ail would do so. 
Many of them, however, have not 
done so, chieily because they find 
it possible, as a practical matter, 
to control the operations of their 
banks without voting their shares 
in the banks. 

Where a voting permit is ap- 
plied tor, the Board of Governors 
makes a thorough examination of 
the holding company and its af- 
filiated nonbanking organizations, 
and reviews reports of examina- 
tions of the affiliated banks to 
determine what corrections, if 
any, are necessary to bring the 
holding company and its affiliated 
banks into line with established 
banking standards. If the Board 
finds that such corrections are 
necessary, it requires that they be 
made as a condition for the grant- 
ing of the permit. 

It is of record that in one im- 
portant case where a holding com- 
pany applied for a voting permit, 
and was directed to make certain 
corrections before the permit 
would be granted, it simply aban- 
doned its application for a voting 
permit because it was able to con- 
trol its banks without voting the 
shares it owned in these banks. 

It was thus able to avoid making 
corrections in its operations that 
in equity and good conscience, and 
in the public interest, should have 
been made. Clearly a situation 
of this sort creates unequal and 
discriminatory conditions among 
banks, when justice demands that 
they should be subject to the same 
legal requirements. 

It has been found that in some 
cases a holding company may 
completely control banks without 
owning a single share of the stock 
of those banks. This is done by 
means Of a management corpora- 
tion, organized by the owners of 
the banks, which manages the 
banks in every detail of their op- 
eration. Obviously it is a difficult 
undertaking to enact legislation 
that would correct such a situa- 
tion, and yet everv fairminded 
and public svirited banker knows 
that it should be corrected. 


Operating Non-Banking 
Businesses 
As to the power of bank holding 
companies to acquire and operate 
Continued on page 34 
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The Investor Looks at Accounting 


By HARRY A. 


McDONALD* 


Chairman, Securities and Exchange Commission 


Though admitting average investor, as well as those who give 
investment advice, are not interested in technique of account- 
ing, SEC chief insists role of accountant is important in 


preparing financial statements for reports. 


Says financial 


statements should be simple and holds great progress has been 
made in this direction. Contends SEC has upheld objective 
and uniform accounting practices. Lauds cooperation of ac- 
counting profession with SEC, and defends its accounting 
rulings. D.scusses accounting practices for depreciation. 


I have called this talk ““The In- 
vestor Looks at Accounting.” But 


it would be more practical, at 
least, to say “The Investor Does 
Not Look at 


Accounting.” 
The average 
investor, and 
even most se- 
curities pro- 
fessionals wro 
give invest- 
ment advice 
are not inter- 
ested in the 
technique of 
accounting. 
They are not 
interested in 
its technical 
disputes. The 
investor, 
either directly 
or through his advisers, looks not 
at accounting as such, but—when 
he looks at all—looks at accounts. 
And the stockholders’ report is 
one of the direct ways of getting 
the accounts to the investors. 
Sometimes the stockholders’ re- 
port contains little more than 
fiancial statements. Sometimes 
it is more elaborate. American 
business is beginning to reaiize 
that tne stockholder welcomes a 
discussion ot the progress and 
problems of management. I am 
whole-heartedly in favor of full 
reports. The wisecrackers may 
remark about the “gorgeous tech- 
nicolor”’ of some of these “travel- 
ogues.” But while some reports 
do seem unnecessarily elaborate, 
that is error in the rignt direction. 
Management's efforts to make the 
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ite 


stockholders’ report’ interesting 
and readable are to be com- 
mended. And I particularly con- 


gratulate t..e universily and busi- 
ness groups tnat have combined 


to stimulate management to im- 
prove these reports. In makiig 
the stockholders report more 
readable and interesting we are 
recognizing one of the essential 
obligations to the stockholder— 
the obligation to account for the 
stewardship of his money. 
Through stockholders’ reports 


millions of Americans are finding 
out about the businesses they have 
helped to finarce; they are being 
helped to a more enlightened par- 


ticipation in the enterprises of 
which they are, ultimately, the 
owners. Tne stockholders’ report 


is bridging the gap between man- 
agement and investor. The inter- 


est and knowledge that results 
from goodc reports will be ex- 
tremely important in keeping 
open the channels between sav- 
ings and eiiterprise. 

But it does not matter how 
elaborate report is; it does not 
matter whether the report makes 


bedtime reading. The 
kely to do what many 


good. or ba. 
investor is 33 





detective siory readers do—turn 
to the i me statement to see 
how it ali cime out. 

It js possible, therefore, to 
talk me efully about the stocn- 
hoiders’ ort without talking 
about the roie that the accountlaiit 
plays in enaring the financial 
statement And it is impossible 
to appraise some of the vital issues 
which ft accounting profession 
faces withcut considering the in- 

*An adceress by Commissioner Mc- 
Dona'd at the Annual Reports Forum, 
University of Michigan, Ann Arbor, 
Mich., Sept. 21, 1950. 





vestor and the investor’s approach 
to a financial statement. 

Certified by a public accountant, 
precise, down-to-pennies financial 
statements carry with tien an 
atmosphere of definiieness and 
certainty. The ordinary investor 
does not realize how much judg- 
ment lies behind the making of a 
typical statement. He does not 
realize how great can be tie el- 
fect of applying different princi- 
ples to the same set of facts. He 
does not know how fundamenial 
are some of the dispuies over 
principle which rage in tiie ac- 
counting pvro‘ession. 

In his auick glance a_ stock- 
holder may not notice whether a 
non-recurri:g item has been run 
direct through the surplus account 
rather than income. he 1s not 
likely to observe whether Gepre- 
ciation is taken on a repiacement 


or historical cost basis. I doubt 
if 999 out ot 1,000 stockiiolders 
who read reports ean tell you 


whether their companies carry in- 
ventory on a last-in-lirst-out 
basis, or other basis. Even if the 
stockholder did notice these iteins 
he would not be likely to grasp 
their meaning. In short, the stock- 
folder reads the financial state- 
ment as a book of revelation. 
Technical disputes about account- 
i:.g are to him like the disputes 
of scholastics over’ theological 
mysteries. 


Progress Toward Simplicity in 
Financial Statements 

It is easy to say what an inves- 
tor should get out of accounting— 
he should get a simple statement 
of the truth about his company. 
In fact, the accounting profession 
can share with eorporate manage- 
ment and with the SEC (whose 
statutory aim is to get truthful 
statements) great credit for the 
strides industry has made in this 
direction. We tend to take good 
reporting by many of our large 
enterprises as a matter of course. 
But not too long ago there were 
some managements who tended to 
regard the accounts as an internal 
secret to be kept from stockhold- 
ers. Even as late as the 1920’s ac- 
counting was sometimes called an 
art of “impublicity.” 

We have come a long way since 
then. To keep up with the grow- 
ing demand for publicity, to pro- 
vide the means for presenting, in 
an objective and understandable 
way, our increasingly complex 
business structures, accounting has 
left simple bookkeeping far be- 
hind. It has built up an impres- 
sive body of skills and concepts. 
In fact, it has even built up or- 
ganizations that can handle a 
project like a big audit which is 
in itself a big business. 

Nevertheless, many accountants 
will tell you that accounting is far 
from perfect. They will tell you 
that, on some issues, “truth” in ac- 
counting is an elusive thing, even 


when the facts are handled hon- 
estly and skillfully. Don’t expect 
all accountants to agree on what 
these issues are, Accountants are 


likely to have pet peeves against 
certain existing conventions and 
practices while they find no fault 
with others. And, as you might 
expect, disputes about accounting 
principles. are prone to change 
in business condi- 
When profits are low some 
may tend to hunt 


with changes 
tions. 
managements 
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for accounting devices that will 
improve the showing of profits. 
When profits are high the ten- 
dency may be naturally to the 
contrary. Profits or losses, in the 
language of Shakespeare, are the 
stuff that accou:iting disputes are 
made of. 


The science of accounting is a 
science of measurement, Adequate 
and objective accounting prin- 
ciples, uniformly applied, should 
give us a consistent story’ of the 
development of any one enter- 
prise and a basis of comparing 
that enterprise with others. A 
n.anageinent may wish to pre- 
serve, despite c.anging business 
levels, a normal income level in 
its financial reports. Buta science 
of accounting that permits it is 
not a science at all. It is worth no 
more than a thermometer that al- 
ways stands at 75 degrees. 


SEC and Uniform Accounting 


We, at the Securiiics and Ex- 
change Commission, have a vital 
i:uterest in the development of Ob- 
jective. and uniform accounting. 
We do not reguiace the account- 
ing profession. Our direct con- 
cern with accounting principles 
and practice is limited to fiuancial 
statements officially filed with us 
under the statutes we administer. 
We do not gei-erally pass on stock- 
hol_eis’ reports; they are not even 
filed with us except in connection 
with proxy solicitations by com- 
panies whose securities are listed 
on an Exchange. But companies 
that propose to inake public offer- 
ings of securities are required to 
register those securities with us 
a..d to file financial data. Compa- 
nies which have registered large 
issues and companies which have 
securities listed on Exchanges are 
required to tile annual reports 
with us. 


The statutes aitministered by 
the Commission authorize it to 
prescribe the form or forms in 
which required information shali 
be set forth. The Congress, recog- 
nizing that financial information 
would be the most significant in- 
formation, made _ specific provi- 
sions with regard to accounting. 
You will find some of them in 
Section 19 of the Securities Act 
of 1933, Section 13 of the Securi- 
ties Exchange Act of 1934, Sec- 
tions 14 and 20 of the Public Util- 
ity Holding Company Act of 1955, 
sections 30, 31 and 32 and 38 of 
the Investment Company Act of 
1940. Let me read to you some of 
the provisions of Section 19(a) of 
the Securities Act — the statute 
that provides for the registration 
of public offerings of securities. 


Under that section the Commis- 
sion has: 
“.. authority from time to 


time to make, amend, and rescind 
such rules and regulations as may 
be necessary to carry out the pro- 
visions of this title, including rules 
and regulations governing regis- 
tration statments and prospectuses 
for various classes of securities 
and issuers, and defining account- 
ing, technical, and trade terms 
used in this title. Among other 
things, the Commission shali have 
authority, for the purposes of this 
title, to prescribe the form or 
forms in which required informa- 
tion shall be set forth, the items 
or details to be shown in the bal- 
ance sheet and earning statement, 
and the methods to be followed 
in the preparation of accounts, in 
the appraisal or valuation of as- 
sets and liabilities, in the deter- 
mination of depreciation and de- 
pletion, in the differentiation of 
recurring and non-recurring in- 
come, in the differentiation of in- 
vestment and operating income, 
and in the preparation, where the 
Commission deems it necessary or 
desirable, of consolidated balance 
sheets or income accounts of any 
person directly or indirectly con- 
trolling or controlled by the is- 
suer, or any person under direct 
or indirect common control with 
the issuer.” 

Similar powers are granted un- 
der the Securities Exchange Act 
of 1934 in relation to annual fii- 
ings of financial information with 
the SEC. 


SEC and Accounting Profession 


Both the Commission and the 
accounting profession have worked 
side by side in the evolution of 
accounting practices. We, at the 
SEC, do not want to create a tight 
little island of accounting under 
these laws remote from the main- 
land of accounting generally. Nor 
does the accounting profession 
want to see that happen. For that 
reason both we and the profession 
have put a high premium on con- 
stant and intimate contact with 
each other in the development of 
accounting practice. 

The Commission has, of neces- 
sity, always defended objective 
and uniform accounting practices. 
The statutes we administer re- 
quire information to be given to 
the investor. Financial statements 
are presented to us by thousands 
of companies who file official in- 
formation that must be reviewed. 
Each of these statements, in some 
form or other, directly or indi- 
rectly, is destined for use by in- 
vestors. These statements are 
guide lines and, unless they are 
objective and uniform, much of 
their usefulness is destroyed. We 
must, therefore, constantly be on 


guard to prevent the confusion 
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that may result from a loss of ob- 
jectiveness and uniformity. ' 

It is not my intention to dispute 
or redispute accounting principles. 
My aim is to illustrate the impor- 
tance of keepi..g accounting ob- 
jective and uniform. I am going 
to cite some examples. Let me 
make it clear that I do not cite 
these to put into issue the prin- 
ciples involved. I cite them be- 
cause they illustrate the hazards 
of sacrificing objectivity and uni- 
formity. 

One of my examples involves a 
large textile company that has 
many stockholuers and whose 
stock is actively traded on one of 
our large Exchanges. Recently 
the company made public an in- 
terim earnings report which indi- 
cated that a net profit of over 
$500,000 arising from the sale of 
certain 1ron-manulfacturing prop- 
ties had been credited direct to 
earned surplus. In a similar pe- 
riod for the previous year it had 
credited direct to earned surplus 
a similar net profit of over $1,- 
200,000. In neither year did the 
income account show these profits. 

Both the New York “Times” 
and the “Herald-Tribune,” on the 
same day, Sept. 13, carried sum- 
maries of the company’s report. 
One newspaper commented on the 
direct creuits to surplus. The other 
did not. In 1949 the item not 
shown in the income statement 
amounted to 15 cents a share. For 
1948 the similar item amounted 
to over 30 cents a share. 

Which newspaper do you read? 
Depending o 1 the accident of your 
reading taste, it so happens that if 
you subscribed to one of these 
newspapers you would have been 
able to make a more adequate ap- 
praisal of the earnings than if you 
subscribed to the other. The fault 
was not, however, that of a finan- 
cial reporter. He cannot be ex- 
pected to do a full scale analytical 
job to find items neatly tucked 
away in the balance sheet that he 
would expect to find reflected in 
the income statement. 

The company’s official filings 
with us for the year 1949 showed 
that an aggregate of almost $3,- 
000,000 of such profits had by- 
passed the income statement and 
been charged direct to surplus. Of 
course our staff has taken excep- 
tion to the treatment of these 
items. 


Those of you who are familiar 
with this type of problem recog- 
nize that the filing I am discuss- 
ing raised the issue of the so- 
called ‘‘all-i clusive income state- 
ment.” Whatever your views may 
be about that issue I think you 
will agree that neither an analyst, 
nor an investor, nor a reporter 


Ccntinued on page 30 
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By ROBERT R. RICH 











A Shareholder’s 
The 


yal 


Loyalty 
anatomy ofl 
some li 
because only when 
ands its structure can 
nade for cultivating it 

element certainly, 

in tre fund’s man- 
good times and bad. 
ment is certain rap- 


acv is estab- 


mutu 
one 
design 

One 

ifid 
azement 
Anotrer els 
port o i 
lished 
and the {i 
part of tre shareholder that 
though in Coswego, the 
marage ‘nt is thinking about 
him and his interests all the time. 

Da ibtful that the confi- 
dence a shareholder may be 
gained solely by the performenc 
record of a fund, per se. The bar 
figures, as it were, m make hin 
think that a bull mar} or som 
otner factor extraneous to man- 
agements realm, accounts for his 
fund’s cood fortune. even though 
he, as an indiv.d investor, 
may fared ell under 
similar circumstances if he were 
managing his own portfolio. In 

ny case, letting the record speak 
for itself is certainly a negative 
approach to the problem. 

This shareho!de onf dence 
rather, seems better built on the 
extracurricular explanations that 
ranagement may make to an in 
vestor throveh a monthly or quar- 
terly letter. 

Witness the pains 
funds take to give t 
holders the reasons for 
cselectio An exarr ple 
the regular National 
and Research circular 

Anoth effort to gain share- 
holder confidence takes the form 
of the excellent Perspec‘ive letter 
issued by Calvin Bullock, which 
by the knowledgeable analyses ol! 
various industries, certainly gives 
the investor the feeling that man- 
agement knows its way about in 
the performance of its duties. 

Aside from conficence, the cre- 
ation of an “atmosphere of be- 
longing’ is necessary before we 
can heave shareholder loyalty. 

Two excellent examples of ef- 

rts in this direction are Key- 

tone’s “Investor” and Putnam 
‘und’s “Prudent Investor.” 

Both of these letters 
obliquely give the hareholde 
the idea that the particular fund 
is a gocd one to belong From 
both of these letters, the share- 
holder apt to think that man- 
agement is sufficiently interested 
in him prepare and send pe- 
riodically well-designed letters 

ith implified and _ interestin 
articles. The most successful 
these letters, of course. are amus- 
ing (to wit: the proverbs quoted 
in Putnam Fund’s letter), instruc- 
tive (Keystone’s article ‘Dollar: 
Fluctuate Too’’), and directed to 
one basic idea, muiual funds are 
sood investments. 

One hardly need comment on 
the value to a mutual fund o 
sharenolder loyalty. In the first 
place, during market breaks, a 
fund’s position is more mobile, 
its cash isn’t being drawn down b\ 
heavy demptions, or the fear of 
heavy redemptions. And, secondly 
additional sales will certainly be 
easier if the shareholder loyal 
to his fund 
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The form, in itself, should be 
personal, like the ws Moe Key- 
stone “Investor,” or letter-siz2 
“Prudent Investor” of Putnam 
Fund, bot ef which have the “for 
our shareholders only,” air. And, 
vhile the reproduction shoulont 
expensive, it need be ob- 
ously cheap. The diiferential 
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of the letter 
be directly or indirectly 
one idea: Wrat the Fund 
for its shareholder. Eve 
hould virtually say, “He 
cet oll 
iutual f 
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nost of us that 
tinually assured that we 
the rig.it thing. And 
cleverly eras 
doubts a shareholder 
had mutual 
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Ira eat Struck 
Tap Roots of Economy 
Charles Bacon's 
s'on, on behalf of 
Company and the 
industry, to tie 
Far struc deep 
roots of the A 
Since th u 


recent e€xcur- 
Ira Haupt 
mutual iunds 
Mineola Stace 
into tne tap 
yerican my. 
ual funds industry 
is essentially a grass indus- 
try, nly be hoped that th 

firs % is only ‘nin 


2, 
cx 


econ 


roots 


irove is I 4 € 
publicit hich was Nor 
ican-wide, and the final 
progiam was certainly a 

Charles Bacon, in repori 
affair, stated that tre peo 
entered the tent at the Fa 
a selective group who 
meant business. 

How much these outl 
tricts, apart and autonon ous from 
the financial ceniers of the cown- 
try, can mean in terms mu- 
tual funds’ sales is evidenced by 
recent statistics that, of all tne 
people whose income is between 
$3.000 acd $7,000, only &% 
stocks. And this group acco 
for 51% of the national income 
Although sales may not be 
stantial, it can be a volume v 
of doing business, with an aggre 

ate that may well exceed th 
more selecti selling to affluent 
necessarily few cust 
TV Fund Forecasts 
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Output 


the top 19 
in 1950 wil 
double the entire indust produc- 
tion last year, it is disclosei in 
the annual television industry 
forecast issued by Television 
Shares Management Company, in- 
vestment edvisor and sponsor of 
Television-Flectronics Fund, Ine 
The estimated figures for 1950 
show Radio Corporation of Amer- 
ica in top place, Philco Corpora- 
tion second and Admiral Corpo: a- 
tion third. 
Estimates 
facturers j 
industry, 
companies, 


teleset 
almost 


urers 


of the top 10 n 
ndicate that the 
comprising some 100 
will preduce su dsian- 
tially in excess of 6.500.000 sets in 
1950. This compares with 3.1 
000 sets in 1949. 
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from eerlier figures because 

very tight situation in some com- 
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Growth Cos. Announces 
Opening Portfolio 
A total of 37 stocks selected for 
their growth possibilities make up 
the initial portfolio of Growt 
Companies, Inc., the recently or- 
ganized open-end mutual fund 
whose directors include several of 
the nation’s top indus- 
trialists and sc 
The portfolio 
day lists a number 
known seasoncd securit.es, 
selection of lesser 
such McBe Co., Oak 
turing, c§ilsaw, inc., etc. 
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Group I—Aluminum 
of America, General 
Company, General 
Oil Corp., and Union 
Stocks in this gro up are 
urrently to not more t an 
ihe of tne Fund 

ii Mul- 
tigrapn A id, 
American Naiu 
Glass Works, 
Compa bul! 
Insurance Co 
Elcct Pfizel 
Inc 


Compan 
Elect 
Motors, Gul 
irbide and 
Carbon 
limited « 
of 
Creup 
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\ddressograpn- 
ail .; 
al Ga Corning 
Hanna (M. A.) 
coin National Life 

McGra' 


oe 


eri¢ Yana 


(nas. E.) & { 
Thompson P:cduct 
Pee lil Ashland Oil & Re- 
fin.n¥, Boeing Airplane, Carrier 
Coro., Cnicago Corpora.ion, Elli 
oll ‘O Machine Co., 
I ico B adio Corp oO} 
Mills Inc., 
Shrellmar Product 
spricg, Texas 
and Uniced States 


, allt 


A 


Robbins 


Savage 
Dt rd 5.ee] 
Gulf F re icing 
Plywood. 
Group [V- 
Sons, Comn 
Diana Siores 
McBee Co: 
lines Cum. 
ing, Skilss 
Carbon Co. 
The Posrd ol 
Growth Coinpanies, 


such outstanding 
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Bancroft (Joseph ) 
onwe-lth Gas Co 
Haloid Comp_ny, 

Northwest Air- 
Oak Manufactur- 
Inc., and Speer 


Dan‘ 
Pfd.. 
WwW, 
D‘rectors of 
inc 
industrialists 
Bavard D. Kun 
General Moto 
tly retired a3 
Vice- 1d member he 
ranaze! ittee ol 1 
corporatio: ir. Zay Jeffries, 
centh Vice-President 
‘nemical Leva 
neral Ele -tr- 
EF resident of 
y tor Meia 
, President 
sociation for ft 
Science and 
the American 
and Dr. Clyde 


include 


and 
kle, a 
Corp 


scien 


directs 


IS 


ot 1 


ny, 
the Ameri 
Dr, Roger Ada 
the Americ: As 
Acvan ot 
past President of 
Chemi a! Society: 
E. Williams. the director of Bat- 
telle Memorial Institute for In- 
dustrial Research end recently 
President of the American Insti- 
tute of Mining and Metallurgical 
Engineers. 

Ot er directors 
Haas, past Pres dent of the Amer- 
i Bankers As:n.; John M. Tem- 
pleton, Presid*nt Templeton, Do>- 
brow and Vance, investment 
counsellors and Lr. John H 
Gross, investment counsello 
Presicent of the Fund. 


ot 
ic’ 


ement 


are Harry J. 


Swaney and Uhrbro-k 

Join Lewis Fund 
of Joon Swaney ai 
Freceric Uhrb k, Jr.asd 
of the John H. Lewis F:n 
was announced John H. 
President. 
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Waneyv Ne 
anking 
the 
the 
Cen 


irn 


een 


1950 


as an analyst of railroad com- 
panies. Prior to his becoming head 
of research at Vilas & Hickey, 
members of the New York Stock 
Exchange, he was with The Na- 
tional City Bank of New York. 


Chemical Fund Offers 

Chemical Fund, Inc New 
York has filed a_erecictration 
statement with the Securit.es and 
Exchange Commission covering 
an offering of 220,917 shar_-s of $1 
par value capital stock. The un- 
derwriter is F. Eberstadt & C 
Inc. 


ot 


i - 


Corporate Leaders Effective 

The re: ent ot 
Corpora Lea eis rica, 
Inc., tiled wit and 
Exchang2 Commission ily 21, 
1950 be ly effective on 
Sept. 21, of Sept. 9. The regis- 
tration covered $10,000 tru t f 
cert_ficates, B per.ou pay- 
cer.ificaies, and 474,748.53 
participaticns, and $50%.0 VU trust 
iund certificate cer_es EB single 
peyment ce_tifica-es 29,170.26 
participations. 


Delaware Fund Offers 


Furd, Inc., P 
phia, filed a_ registratio: 
ment with the Securities 
change Cor.mission on 
covering 500,000 
Value ©O1.i:.00 Stock. The 
writer is Delaware Fund 
butors, Inc., of New York. 
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yphy golf tour: ament 
on Thursday, Sept. 
3altusrol Gol Club, 
N. J., it was an- 
nounced by Francis A. Cinnon, 
First Boston Corp., Chairman of 
the committee in charge. Teams 
from approximately 50 Wall 
Street investment firms ere ex- 
pected to participate in the match. 
The Hayden trophy. wich is 
kept in perpetual play as a me- 
morial to the late Charles Hay- 
den, will b2 awarded this vcear to 
the team having the lowest 
aggregate score, les handica: 
previous vears, the troph: 
ewarded on the lowest g1 
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The GI Loan in Our 
Defense Economy 


Ey T. B. KING* 
Lirector, Loan Guaranty Service, Veterans Administration 


VA official, afier revieing Housing Act of 1950 and effects 

0. its appl.cation aris.ng from Korean crisis, defends recent 

VA loan restrictions. Says if such restriclions were made 
severe unemployment in building industry would result. fre- 
d.cis reduction in number of GI guaranteed loans and urges 
banks use caution in gran.ing loans to men re-entering armed 
serv.ces. Says present tightened credit and material short- 
ages will cut raie oi new residentia! construction sabstantiaily. 
Only by review of past events 
does one perceive in proper per- 


procedures—all had to be revised 
according to the new rules. 


spective how many and how _ During this period, all of the 
swift in their succession are the indexes of activity kept climbing 


changes that 


toward new _ records. Housing 
conf.ont us starts, reflecting strong market 
In our. daily demand buttressed by a general 
lives. Such a availability of credit on liberal 
review of the terms, soared to new _ peaks. 
past nine Dwellings were being put under 
months com- 


construction at an unprecedented 


pels the con- annual rate approximating 1% 





clusion that million units. Gi loan applications 
Swift and were experiencing a similar up- 
radical shifts surge. By July we had reached 
in scene and over 60,000 applications a month. 
theme have Home loan applications were at 
been the key- an all-time peak in that month, 
note of the surpassing even the feverish de- 
housing fi- mobilization period in the Fall of 
nance picture T. Bertram King 1946. For the first time in sev- 
this year. At eral ycars GI 4% loans were ava l- 
no thie has the succeeding shift able in ample supply to World 
paused long enouga in the wings War II veterans in most of our 


to let the scene upon which it was 
to enter settle or crystallize. 


communities. 
Most of the troublesome inno- 


the borrower. 





First. the year was ushered in 
amid the uncertainties which de- 
veloped the great rush on FHMA 
and compelled the temporary 
shut-down of that market. At the 
same time the level of residential 
construction was gathering mo- 
mentum at a rate well above 
normei seasonal expectacions. GI 
home loan volume was begin- 
ning to burgeon, reflecting both 
the tlow of FHMA tunds and the 
increased participation cf private 


capital. 3y March applications 
were incoming at a 40.060 month- 
ly rate, more than double the 
level of a year ago. and nearly 
double the rate VA was staffed 


to handle. 


Heusing Act of 1950 


Then, iust as we were begin- 
ning to adapt ourselves to the 
problems attendant upon our 
sharp:y rising loan volume, the 


legislative framewoik of the gov- 
ernmcnt credit aid programs was 
radically revamped by the Hous- 
ing Act of 1950. 

The new 
changes. 
well know, 


law made many basic 
Most of them, as you 
further liberalized the 


guaranty and insurance terms of 
both the VA and FHA programs. 
The VA guaranty was increased. 
FHA mortgage maximums were 
raised. our maximum terms went 
to 30 years. and a limited direct 
loan program was autho. ized. To 
be sure, several features of the 
new law were aimed at curbing 
credit supports which had proved 
undesirable or susceptible’ to 
abuse. The more expensive com- 


bination form of financing under 
Section 505(a), long a subject of 
attack by veterans’ organizations, 


was counted out. The FHMA 
market was revived but—without 
its commitment weapon—only as 


a shacow of its former self. Apart 
from the law itself. the reduction 
in the maximum interest rate for 
FHA-'nsured loans to 414% alter- 
relative 


ing a~ it did the pattern 
of investment yields undoubt- 
edly required a careful rescreen- 


ing of investment plans. 
All of these changes, and there 


were many more, involved sub- 
stantial readjustment problems 
for all of us. Regulation. policy, 
investment planning, day to day 

An by Mr. Kine before the 
Annua Orn ti-n « f th Batt 
Asso of Massachusetts, Portsmouth, 
N. H., Sept. 15, 1950. 


vations of the new law and other 
changes had been taken in stride 
and the plans of the building and 
financing industry had been ad- 
justed to the new situation. There 
were some foreboding signs, it is 
true—such as the noticeable and 
steady rise in costs and prices 
but all in all the outlook was. for 
a sustained period of record hous- 
ing production underscored by a 
eenerally-shared attitude of op- 
timism and confidence. 


Korcan Crisis 
the North 
invasion and the urgent need to 
step up Gur production {or de- 
fense purposes. In our full em- 
ployment economy with negligible 


Effect ox 


Then came Korean 


slack resources the construction 
incust’y with its tremendous 
rate cf consumption of labor and 
mater'als stood out immediately 
as an area where some cutbacks 
would have to be made so that 


resources could be diverted to de- 
fense vroduction. Moreover, the 
weapons of control were easily at 
hand since a great segment of the 


housing boom was being fueled 
by the availability of government 
guaranty and =insurance credit 
aids on very liberal terms. It was 
inevitable that some restrictions 
would be imposed On govern- 
ment-supvorted housing credit 


without delay. 

At the same time it was recog- 
nized that no one could say defi- 
nitely just how much of a cut- 


tack was needed. Clearly. in the 
program of partial mobilization 
which confronts us at present, 
there did not seem to be a need 
to clamp down on housing con- 
struction in too drastic a manner. 
Indeed. if the restrictions were 
made too severe there would be 
a danger of unnecessary unem- 


ployment in the building industry 


as well as allied industries. The 
best crource. at least until a more 
auvantitative definition of objec- 


tives could be crystallized. seemed 
to indicate as a first step the ap- 
plication of relatively moderate 
restraints on the terms cf‘ered by 
guaranty and insur- 
This was done as 


government 


mee programs 


vou know in mid-July. Minimum 
dow ) ravment recuirements were 
increased for FHA-insured loans 
and the 5% down pavment mini- 
mun was ordered for most GI 
lez S Roth Ave! cies also nNecce d 
their value estimates to the level 


icle 


of production costs prevailing on 
July 1, 1950. In effect this means 
that cost increases above the July 
1 level will require correspond- 
ingly higher down payments from 
This cost “freeze” 
will have a substantial retarding 
effect if costs keep rising the way 
they have been in recent weeks. 
For the Nation as a whole BLS 
figures show about an 8% in- 
crease in wholesale building ma- 
terial prices since July 1. 

Undoubtedly these measures, 
coupled with uncertainty over ris- 
ing costs and material shortages, 
will have a restrictive e‘fect on 
building plans. Unfortunately, 
most of the statistics available to 
us do not give a sensitive enougn 
indication of what is happening 
right now. Take our GI home loan 
application figures as an example. 
Preliminary figures show a total 
of nearly 70000 for the month of 
August. This is more than 312 
times the low-point of March, 
1949 when only 19,000 home loan 
applications were received. 

The point could be made that 
the mid-July credit restrictions 
have had no effect whatever. I 
do not believe that is true. We 
must remember that hundreds of 
thousands of dwellings which are 
now being completed and sold are 
exempt because they were started 
prior to July 19, 1950. Many veti- 


erans facing recall to service have 
decided to see that their families 


are adequately housed before they 
shove off. Many lenders 


combination loan to 
of its 


505(a) 
the deadlines 
schedule. 


A Reduction in Loans Predicted 


These and other 


is a sort of last minute flurry 


Statistics on Our appraisal assign- 
construction 


ments for proposed 
support that belief 
rather marked decline 
ter half of August. Thus, 
application volume may show on); 


-they show : 


have 
speeded up their processing of the 
meet 
elimination 


concerned, especially if the de- 
sired cuiback in housing construc- 
tion can be achieved largely at 
the expense of higher priced hous- 
ing, much of which is supplying 
the non-veteran market. On the 
other hand the evolving picture of 
our’ overall defense needs may 
necessitate some further restric- 
tive meesures for GI loans, par- 
ticularly if more severe action is 
taken against other housitig loans. 
Moreover, the problem is a dual 
one, It evoives both the diversion 
of material and labor supply aiid 
the restraint of the inflationary 
impact of such measures. Altiiough 
the extent to which construction 
has been so far cut back is con- 
jectural. the inflationary splurge 
is very real. VA cost estimates 
have dragged far behind without 
materially deterrent effect. The 
demand, and the cash behind it is 


heavy, maybe due to the same 
psychology that causes. sugar 


hoarding. So it may be that if re- 
striction upon construction is re- 
garded as sufficient for present 
purposes, new restrictions aimed 
at cutting down demand may be 
deemed advisable. 


Veterans Will Continue to Have 


Preferences 
In any case if further restric- 
tions are deemed necessary, the 
law provices that the relative 
credit preferences of veterans un- 
der existing law shall be pre- 


served. 


gress apparently intended 


Thus, even if a substan- 
tial reduction in housing construc- 
tion should be required, the Con- 
that 
veterans should continue to enjoy 
the preferential position they now 
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national potential to meet our de- 
fense needs. 






































Loans to Those Recalled to Armed 


Services 
Running conversely to these 
contractions of our. credit struc- 


ture, but of equally vital impor-- 
tance to those whose responsibil- 
ity it is to develop and service a 
portfolio of mortgage loans, is the 
projected expansion of our armed 
forces. Should you make a loan 
to a veteran who has a reserve 
status, or to one of draft age? 

The answer is emphatically yes. 
He who might be inclined to de- 
cide otherwise will be brought up 
short by the realization that he 
must permit others the same priv- 
ilege of tailoring their business to 
suit the prospective military status 
of each applicant, client, or cus- 
tomer. He will have proscribed 
the man upon whom our country 
may soon have to rely for its de- 
fense. Clearly such a line of lend-- 
ing policy would involve the twist- 
ing and distortion of principles 
and values. 

The mere possibility of a call to 
military service may not, there-- 
fore, properly be a factor in your 
approval or rejection of a loan ap- 
plication. It is clearly contem- 
plated by the VA that in applying 
the income or “ability to pay” test 
required by Section 501(2) of the 
GI Loan Act, a lender should 
measure repayment ability solely 
on the basis of the applicant's in- 


come from his civilian employ- 
ment—present and prospective— 
and the possibility of military 


service should not be given any 
weight whatever in the making of 


factors have 
combined to create what I believe 


in the lat- 
while 


have. that determination. 
: But as we pass from the pros- 
As you know, the Defense Pro- A chee ong ‘ 
duction Act of 1950 gives very pect of military service to the im- 


minence of military service we 
must be governed by different 
considerations. As to applications 
for guaranteed loans by those whe 
have been recalled to active mili- 
tary service, we request that each 


broad powers to the President to 
. control reali estate credit, conven- 
tional as well as government-su»- 
ported. To implement the new 
1 law, the President has by Execu- 


ive “r veste ad regula- 
tive Order vested broad vee” case be analyzed carefully as an 
tory powers over new construc- 


individual problem, determining 


, j i > ‘Yader: vat a) 7@ ar ce 
tion in the Federal Reserve Board , accurately as possible what the 


mderate c acks fr he rec- anc as veste ; “ing ’ ate . : 5 
moderate cutbacks from the rec ind has vested concurring or i income of the veteran and his 
ord high of August for the next dependent powers in the Housing | : ; ain ot fae 

5 , 4 4, Spouse will be from ali sources 
month or two. I am convinced and Home Finance Agency with while he fe in eetied cavemen an 

‘ ) ¢} sts ie all_aff ri respec ‘eside ¢ ' structio an > ac C Se ° 
that a ore peng fall “ yon a ro * yi to be sl a “ it appears that the loan requested 
j snow : 5 ter < re 1e -cr é s ry ‘ ‘ . sas 
gin to show up In toe last gg te ne! Fy ime Cc ] i | will be beyond his ability to re~ 

o> “ar Ter an ‘ > » g id. . 4 
of the geet over = a 1e that fie : pay, the applicant should be coun- 
expected seasonal decline P ls The task with which these de- selled to seek 2 purchase within 


conviction is strengthened by “ signees are thus confronted de- his means, or defer purchasing 
recent spot onl te of builders’ mands an almost Deiphian per- until the termination of his serv- 
plans by the National Association ception of future courses. They ice. 

of Home Builders. That survey ? : ae ; 
showed a rather general belief undoubtedly should have _ the In any event, if the veteran is 


that the present pattern of tight- 
ened credit and material shortages 
residen- 


will cut the rate of new 
tial construction substantially. 
That being true, it can be arguec 
that no further restrictions are 
necessary as far GI loans are 


a> 


re-entering military service, the 
pay and allotments which he is tc 
derive therefrom, plus any other 
income which he or his spouse 
may have, will be the basis for 
cetermining that the cost bears “ 


“a 
Continued on page 35 


sympathy and support of all con- 
cerned as they endeavor to strike 
the 
tween the continuance of a peacec- 


needed chord of balance be- 


| 
and the 
part of our great 


time economy necessary 


» diversion of a 








All of these bonds having 


been sold, this advertisement appears as a matter of record only, 


$10,500,000 


Republic of Panama 


3% E 


Maturing seri 


The above P« 


xternal Secured Serial Bonds 
dated July 15, 1950 


ally each March 15 from 1951 to 1995, inclusive 


mds have been privately placed by the Undersigned. 


LEHMAN BROTHERS 


September 21, 1950 











16 (1200) 


CED Stresses Reduced Civilian 


Demand in Combating Inflation 


Program Section of its Research and Policy Committee advo- 

cates restraint in non-military buying, both government and 

private, as chief item of strategy for economic mobilization. 

Says present mobilization effort, though not big one, is still 
strong inflation potential. 


In a special report relating to 
problems of military and eco- 
nomic mobilization, the Commit- 
tee for Economic Uevelopment, 
through the program section of its 
Research and Policy Committee, 
recommends, as a chief strategy 
item for economic mobilization, 
restraint, both government and 
private, upon non-military de- 
mand for goocs and services as a 
means for aiding the military ef- 
fort as well as preventing infla- 
tion. Commenting upon the mo- 
bilization task t..e report said in 
part: 

Obviously the program now in 
sight is much smaller than our 
accomplishment of World War II, 
when war expenditures rose to a 
maximum of $90 billion and we 
had over 12 million persons in the 
armed forces. And our capacity 
to produce is now much greater 
than when we entered the rearm- 
ament program in 1940-41. Our 
labor force is 10% larger and our 
productivity, largely due to tech- 
nological advances, probably one- 
third greater than 10 years ago. 
Thus our overall productive po- 
tential is probably 50% larger. 
Moreover. during most of World 
War II the severest limits upon 
military and essential civilian 
production were set by the short- 
ages of basic ra‘vy materials and 
shipping, in both of which re- 
spects we are now much better 
supplied. 

How big a task will it be to 
increase the annual rate of mili- 
tary expenditures from $15 billion 
at mid-1950 to $30-35 billion at 
mid-1951? In our opinion the 
answer to this question has four 
parts: 

(1) The task is not very big in 
terms of the overall reduction that 
will be required in the suvply of 
goods for civilian uses. The in- 
crease in military outout would 
be 6% to 8% of the rate of non- 
military prodution before the 
Korean attack. We should be able 
to increase our total output 6% 
and possibly 8% in the next year, 
by reemploying some of the un- 
c:->loyed, increasing the hours of 
work, normal growth of popula- 
tion, increase of productivity, and 
entrance of more women and old- 
er workers into the l»bor force. 
Thus we can probably carry 
through the present program with 
little reduction in total overall 
civilian supplies. 

(2) The task is b’gger but still 
not very big in terms of the re- 
duction in civilian supplies of 
particular types. A larger than 
average cutback will be required 
in civilian supnlies of certain 
“hard” goods using metals or 
other scarce materia's. But even 
in these fields the kinds of cut- 
back in sig*t wi!l leove the civil- 
ian economy adding to its already 
large stor’s of durable goods at 
a rapid rate. 

(3) The task is very big in 
terms of the speed required in de- 
fining and executin® te program. 
We are calling for ab‘ut as big a 
step-up in military exnenditures 
as we achieve’ in te calendar 
year 1941. This demands speed 
in planning the military pro- 
gram, speed in letting contracts, 
speed in diverting materials and 
facilities to military production, 
speed in getting production out. 

(4) The task is very big in 
terms of its inflationary potential. 
The addition of $15 or $20 bil- 
lion of extra military demand to 
non-military demands which were 
already near our productive ca- 
pacity could produce a great ex- 


cess of demand, with resulting 
general price increases, unless 
adequate steps are taken to curb 
the non-military demands. Infla- 
tion would impede the military 
effort and cause immediate and 
future hardships to the American 
people beyond the real require- 
ments of the program. The infla- 
tionary potential must be_ re- 
strained at its source, which is ex- 
cessive demand. 


Strategy for Economic 
Mobilization 


Strategy for economic mobiliza- 
tion should rest upon three prin- 
ciples: 

(1) Restrain non-military de- 
mand, government and private, to 
release resources for the military 
effort and prevent inflation. 

(2) In particular cases if the 
general restraint of non-military 
demand does not provide suffi- 
cient resources for the military 
effort, invoke industry coopera- 
tion and, if necessary, mandatory 
production or distribution controls 
to assure the availability of ma- 
terials, manpower and facilities. 

(3) Keep the economy as free 
as possible, and minimize use of 
direct controls, including price, 
wage and rationing controls, in 
order to avoid freezing an econ- 
omy that must be kept growing. 

The key to success is adequate 
limitation of non-military de- 
mand. Given this, the problem 
becomes manageable. Without it, 
nothing else will suffice. 

The chief reliance in restrain- 
ing demand should be placed on 
fiscal, monetary and debt meas- 
ures. As we have pointed out in 
previous statements, fiscal, mone- 
tary and debt policies are the ap- 
propriate means for attacking the 
problem of instability in a free 
society. The fact that our present 
problem of inflation results large- 
ly from a military program does 
not make these instruments less 
appropriate. They are appropri- 
ate because they can be effective. 
They are appropriate because they 
do not involve government de- 
cisions about all the details of the 
economic system. They leave the 
economy as free as it can be to 
operate efficiently and to grow. 

To restrain demand the follow- 
ing steps will all be necessary: 


(1) Curtail government non- 
military expenditures to the max- 
imum possible extent, and achieve 
the greatest efficiency and coor- 
dination in military procurement. 

(2) Raise taxes, so that as the 
military program absorbs produc- 
tion, taxes will withdraw income 
from private hands. 

(3) Conduct a savings program 
that will bring home to the 
American people their opportu- 
nity to support the military effort 
by sensible management of their 
private finances. 

(4) Take advantage of the con- 
tinuing large maturities of Fed- 
eral debt to sell more bonds out- 
side the banking system and re- 
duce the supply of money. 

(5) Restrict credit to curtail 
the demands that are mainly fi- 
nanced by credit expansion—no- 
tably the demands for consumers’ 
durable goods, for housing and 
for business plant, equipment and 
inventories. 

If the military program were 
very much bigger than is now 
in sight, price, wage and ration- 
ing controls might be needed. 
The heaviest tax program consis- 
tent with incentives to work, plus 
government economy, plus credit 
controls and voluntary savings 
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might not then be sufficient to 
restrain. sexeess demand. Pre- 
sumably this situation would be 
temporary. In such a critical and 
temporary situation it would be 
better to accept the evils of over- 
all direct controls than to accept 
runaway inflation. But this is 
not our present position, and the 
possibility that it may be our fu- 
ture position does not require the 
adoption of such measures in the 
present program. In fact, the 
possibility that we may face a 
still greater emergency makes it 
all the more important not to put 
the American economy now in a 
straitjacket that would prevent 
its growth. 

The demand for price-wage 
rationing controls has probably 
been influenced by the panic buy- 
ing and price increases of July 
and August and the desire to do 
something quickly about that. The 
panic buying has already subsided 
considerably, as purchasers find 
that the stores are well stocked. 
Many of the prices that have ad- 
vanced have only recovered from 
depressed levels that would have 
called for adjustment in any nor- 
mal prosperity. Nonetheless buy- 
ing centinues at a high level and 
prices and wage rates are rising. 
We need quick and fundamental 
action now, quicker and more 
fundamental than is possible by 


Continued from page 11 


the route of direct controls. We 
need higher taxes now. We need 
action to cut government expen- 
ditures now. We need strict con- 
trol on consumers’ credit new. We 
need strict centre] on construectien 
credit, government and private, 
now. We need general credit re- 
straints, now. We need full and 
responsible explanation to the 
Amervican people of the dimen- 
sions of the pregram upon which 
the nation has embarked and of 
the requirements that it places 
upon them. 


How to Restrain Non-Military 
Demand 


As we have said, the main ele- 
ments of a program to restrain de- 
mand are budget policy, credit 
policy and public debt policy. In 
this brief statement we shall com- 
ment only on the considerations 
most relevant to immediate pol- 
icy in these fields. 


(1) The Federal Budget—Un- 
less the military program grows 
substantially beyond its present 
apparent size we should balance 
the Federal cash budget in fiscal 
1951 (July, 1950-June, 1951). We 
recognize that at some, much 
higher, rate of military expendi- 
tures it would be impossible to 
adhere to the pay-as-you-go prin- 

Continued on page 42 


State Tax Collections in 1950 


cations of the Bureau of the 
Census; but some of the high-low 
ranking can be given here. 

As far as total tax collections 
are concerned it is to be expected 
that there would be a fairly close 
correlation between state popula- 
tion and tax receipts. On this 
basis the preliminary census re- 
port again shows New York in 
the lead with taxes of $1,097 mil- 
lion, but closely followed by Cali- 
fornia with $934 million. Then 
there is a substantial drop to four 
states in the $400-$500 million 
group: Pennsylvania, Michigan, 
Illinois and Ohio, At the other 
end of the scale the lowest col- 
lections were reported by Navada 
with $12 million; Wyoming, Ver- 
mont and New Hampshire brought 
in slightly less than $25 million 
each, It is improbable that final 
reports from the states will mate- 
rially affect their relative posi- 
tions at the extremes of the list. 

But a better method for inter- 
state comparison is by per capita 
figures. The census publication 
on state tax collections offers such 
information, using population es- 
fimates for July 1, 1949. The 
following tabulation gives the 
five highest and the five lowest: 


1950 Tax 
Collections 
per 
Capita 


State— 


High: 
Washington 
Louisiana 
California 
New Mexico 
Delaware ___ 

Low: 
Mississippi -__- 
Alabama 
Kentucky - 
Georgia 
New Jersey 


42.80 
42.80 
41.16 
39.23 


In comparison with similar in- 
formation for 1949, it is of inter- 
est to note that Washington and 
Louisiana changed places. Cali- 
fornia last year was third, but 
Colorado and Michigan were 
fourth and fifth rather than New 
Mexico and Delaware. On the 
low end of the list Nebraska was 
at the bottom in 1949, Mississippi 
entered in 1950: the other four 
are the same though in slightly 
different order. 

Probably the best measurement 
of capacity to pay taxes, as has 
been mentioned, is a correlation 


of tax collections with income. 
On the state level, Department of 
Commerce figures for individual 
income payments can be_ used. 
Such payments are composed of 
wages, salaries, proprietors’ in- 
come, property income, and all 
other payments going to individ- 
uals within the designated time 
period. 

Here again only a few high-low 
positions of individual states will 
be given with the figures taken 
from the preliminary report by 
the census without minor adjust- 
ments for those states using the 
corporate income tax. 1949 data 
have to be used for income; how- 
ever. no appreciable distortion 
results for the 1950 fiscal period. 


1950 Tax 
Collec- 
tion as 

“, of 1949 
Income 
Payments 


High: 
Louisiana 
New Mexico 
Oklahoma 
Mississippi 
North Carolina 


Low: 


Missouri 
Pennsylvania 
Nebraska 
Illinois 

New Jersey 


Although total state tax collec- 
tions for 1950 were 7.4% ahead of 
fiscal 1949, there were noticeable 
contrasts among the_ individual 
States for these two years. On the 
one hand, Delaware with its new 
tobacco tax, showed a gain of 59% 
in total tax revenue. South Da- 
kota and Florida each had collec- 
tions in 1950 about 26% ahead of 
1949. On the other hand, a few 
states collected less from tax 
sources this year than last year: 
West Virginia was 3% under 1949, 
South Carolina 2.6% and Penn- 
sylvania 2.2%. 


The relative importance of the 
major kinds of taxes on a 48-state 
basis has been indicated. Sales 
taxes, general and_ “specific, 
brought in 52% of all state tax 
collections according to this pre- 
liminary report for 1950, and a 
few states ran this almost up to 
75%. For only about a half-dozen 
states did any other major tax 
category yield more than sales. 
New York, Oregon and Wisconsin 
continued to rely heavily upon 


their individual and corporate 
income taxes, and for these states 
such taxes in 1950 were reported 
as returning more than the sums 
from taxes On sales or licenses. 
Delaware had almost equal in- 
come from sales, licenses and 
individual income taxes, the li- 
cense revenue continue; to offer 
evidence of the popular:ty of this 
state for incorporatior of busi- 
nesses, 


IV 

The probability that the up- 
ward movement of state tax col- 
lections will be reversed is 
negligible. To be sure. a major 
depression may give *emporary 
totals appreciably below the trend 
line, but taking the figures on a 
decade basis the Odds are very 
high that state taxes will get 
larger and larger as the years 
pass by, unless there is a funda- 
mental change in intergovernment 
relations in this country. Not 
only will the absolute dollar 
amounts of state tax revenues 
mount, but also there is little 
reason to believe that either on a 
per capita basis Or as a Dbercentage 
of national income will such state 
taxes decline. 

It is Fardly necessary to spell 
out all of the reasons ‘\yving be- 
nind this forecast. Unless the 
Federal Government wives out 
states’ rights and the prerogative 
now exercised by states to deter- 
mine their own tax sources and 
those for their local governments, 
the state will continue to face 
maintained or mountinzs demands 
for services and benetit=: 

Part of this growth will be in 
the increasingly important state 
aid to local units of government. 
In 1949, for instance, a to local 
governments was 30 of state 
general expenditure. Such help 
in addition to the stat own 
operating expenses cost money, 
that is, means more taxes. 

Moreover, the long-ter:n move- 
ment of absolute dollar prices 
is upward. (Note the added kick 
just in the last several months 
from the Korean wa Is_ it 
probable except under conditions 
of economic collapse that salaries 
of government employees in 
terms of dollars will return to the 
levels of previous decaces? Will 
construction costs get back to 
even the prices of the ‘30s, or fuel 
and supplies for public buildings 
drop appreciably from current 
rates? And it does not seem in- 
appropriate to suggest that if this 
country moves more toward so- 
cialism or any form of centralized, 
authoritarian government there 
will be an added impetus toward 
the expansion of governmental 
functions on about al! levels of 
our government. 

Probablv apocryphal is she state- 
ment attributed to Louis XIV at 
the height of the monarchial 
power in France that he was the 
state. The strength of democracy, 
however. is an exact varaphrase 
of the French monarcnh’s boast. 
You and I can say that ive are the 
state. As long as we ca» say this 
and make it stick, we shall have 
some control over the expendi- 
ture of government and, thus, 
over the amount. of ‘axes col- 
lected by our _ representatives 
from us. 

But this right to re 
orous requires exercise. 
quires an alert citizenry. It 
means that time must be taken to 
attend the regular meetings of 
the city council, the county com- 
mission. Letters must be written 
to state and national legislators. 
It means that we must vote in the 
primaries and inform ourselves 
of the merits of the cancidates. 

Such an alertness prebably will 
not reverse the upward trend of 
tax collections by states or any 
other units of government in this 
country. but it will exert a posi- 
tive force an lawmakers and ad- 
ministrators. And it will increase 
the possibility that when tax 
money is collected, it will be 
spent for the general welfare. 
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We Must Be Militarily Strong Until 
Mutual and Complete Disarmament 





By HAROLD W. DODDS* 


President, Princeton University 
Member, Commission on Universal Military Training 


Prominent educator, in describing present international crisis, 
says there is no durable solution of situation short of a rapid 
move toward complete and mutual disarmament. Holds until 
this can be accomplished, U. S. should strengthen both its 
military and economic resources, since unilateral disarma- 
ment cannot be trusted. Urges continued faith in U. N. 


Beneath the nation’s strain and 
anxiety lies an uneasy national 
By specific words 
the United States 
Government 
has accepted 
the responsi- 
bility of world 
leadership in 
building 
the United 
Nations into 
an etfec- 
tive interna- 
tional govern- 
ment. Yet 
the diplomacy 
of the might- 
iest and rich- 
est people on 


conscience. 
and actions 





: earth has not 

Dr. Harold W. Dodds been able to 
prevent 

resort to war. Whether it can 


prevent explosion of present hos- 
tilities into global war only the 
future can say. 

Yet our collective national mind 
has been wobbly, uncertain and 
divided. Too often the baser fea- 
tures of practical politics, revealed 
in unsavory maneuvers for per- 
sonal and party advantage, have 
tainted the treatment of the grav- 
est issues, Our prestige as a 
nation fit to be trusted with the 
function of world leadership has 
diminished since 1945. While 
paying lip service to the need for 
military strength, we have seen 
that strength decline, experts tell 
us, to point on June 25, last, 
substantially under that on Pearl 
Harbor Dav. The total military 
strength of all of the free nations 
is below that of Russia’s, as was 
made clear last month in the fig- 
ures announced in Parliament and 
in the British and French memo- 
randa to our government. 

Our military deterioration has 
naturally weakened our diplo- 
matic officers in their dealings 
with an adversary which con- 
giders our military weakness but 
an index of spiritual flabbiness. 
We have been unfair to our 
diplomats, for we have compelled 
them to lead from military weak- 
ness rather than from military 
strength. Neither have their 
hands included the ace-card of an 
intellectually united and spiritu- 
ally harmonious America, at a 
time when our personal and ma- 
terial comforts have been increas- 
ing at a most extraordinary rate. 


pal 
a 


“Deficit Diplomacy” 
Walter Lippmann’s phrase “def- 
icit diplomacy” aptly describes 
the way in which American com- 


mitments abroad increased while 
our power to meet them declined. 
Last January, Mr. Acheson de- 
fined our “defensive perimeter” 
in the Far East. Whether or not 
he excluded Korea is open to 
argument, but in any case he in- 
cluded re territory than we 
are militarily able to’ defend at 
the moment. Mr. Truman’s recent 
announcement of intention to in- 
crease “substantially” our forces 
in western Europe merely re- 
minds us of the patent fact that in 
the last analysis Europe is the 
critical area in respect to world 
war or peace. 

In the last few years we have 
heard a great deal about “One 





*An address by Dr. Dodds delivered at 
the opening exercises of Princeton Uni- 
versity, Princeton, N. J., Sept. 17, 1950. 


World.” Yet, as thoughtful ob- 
servers have pointed out, the 
grim fact is that in several re- 
spects we are further from “One 
World” than we were in 1914, at 
the outbreak of World War I. In 
those old complacent days one 
could travel throughout two hemi- 
spheres without a passport. (My 
first visit to Europe was possible 
only by working my way Over on 
a cattle boat. So limited were my 
resources that had I had to pay 
the costs of a passport and vari- 
Ous visas necessary today, the trip 
would have been beyond my 
means.) Then trade, as well as 
travel, was far less restricted; in- 
ternational monetary exchange 
was freer; intercourse between 
peoples was easier and friendlier; 
both commerce and culture were 
more cosmopolitan than they are 
today. International intercourse 
today is between governments 
rather than between individuals 
with the consequence that, 
whether you define war in terms 
of cold or hot, the restricted 
intercourse we enjoy today is 
more warlike than at the opening 
of the century. 

On the other hand, however, it 
is not all on the grim side; there 
are some new assets which must 
be stresed as indications of 
progress toward world order. In 
favor of world order today must 
be listed the credit item of a func- 
tioning, if embryonic, world or- 


ganization, the United Nations. 
Power imperialism, as western 
nations used to practice it, has 


almost passed from the scene. To- 
day more consideration is being 
given to backward peoples by the 
more advanced. A greater pop- 
ular awareness of the horror and 
stupidity of war has grown up. 
There is a wide realization (al- 
though it is yet far from general) 
that only new and extreme meas- 
ures will maintain peace and that 
there can be peace only with jus- 
tice. There are grounds to hope 
that if global hostilities can be 
postponed for a period, a world 
order sufficient to meet the re- 
quirements of a durable peace can 
be established. 


Now, where does all this leave 
us? The only way I can answer 
is to review what I have been 
preaching for several years. From 
this point my remarks will be 
somewhat personal, I fear. 


No Common Basis for Peace 


As the end of hostilities ap- 
proached in 1945, I became in- 
creasingly alarmed by a growing 
expectation that somehow victory 
would bring automatically a dur- 
able peace through the easy and 
quick organization of a compre- 
hensive world government which 
could be established and made to 
function overnight. In _ several 
addresses throughout the country 
in the interests of a just and dur- 
able peace, I pointed out that the 
basic elements of common consent, 
of common legal and political 
experience and habits of thought, 
which are the foundation of do- 
mestic law and popular govern- 
ment within a nation, were still 
lacking in international relations. 
As yet, international law is not 
full-fledged law— it is still in a 
process of becoming—not merely 
for the reason that it lacks an 
international police power to en- 
force it, but more truly because 





there does not yet exist among 
the leading nations of the world 
the common basis of peaceful 
habits, popular acquiescence and 
accepted custom at the interna- 


would appear as the chief 
elements. The unpleasant truth 
was that, if there was to be peace 
long enough to enable the United 
Nations to grow into an effective 
world government, it would be 
with the help of balance of power. 
We who argued thus were not 
popular among our brethren in 
educational circles. We were 
charged with militarism, jingoism, 
treason to the United Nations and 
similar crimes and misdemeanors. 
Nothing was further from my 
mind and heart. I want to em- 
phasize that never for a moment 
did I suggest that a balance of 
power would keep the peace in- 
definitely. Balance of power has 
never been a durable agency of 
peace; its best and only possible 
service would be as a block on 
war, long enough for the nations 
to develop an effective world o - 
ganization to replace war. I di 
feel that if America played her 
part, a balance could be acaieved 
which could keep tie peace long 
enough to permit the United Na- 
tions to develop into an effective 
international government. 


I have to admit that I under- 
estimated the strength of Russia’s 
resistance to a functioning United 
Nations, although I cannot but 
feel that a more courageous mili- 
tary and diplomatic position on 
Our part in the early stages would 
have influenced her towards more 
peaceful ways. I realized that the 
time which balance of power 
would give for this purpose would 
be relatively short, but it could be 
long enough, if the world powers 
which alone can support great 
armaments were imaginative and 
zealous for enduring peace. I 
knew that this line of reasoning 
placed upon America, as_ the 
strongest and therefore the most 
responsible nation in the world, a 
rugged two-fold task, viz.: to 
maintain a strong military posi- 
tion with a willingness to fight for 
our way of life if need be, yet at 
the same time to work inces- 
santly, day and night, for world 
government as a_ substitute for 
war. I realized that these were 
most difficult—almost contradic- 
tory—courses for any nation or 
any individual to pursue at one 
and the same time. If we 
plumped for force alone we were 
lost; yet, if we neglected force we 


tional level which underlie the 
domestic law that we obey with- 
out question. Take the Russians, 
for example. They have had no 
experience with such democratic 
practices as free elections or the 
impartial, judicial settlement of 
private disputes. Yet it is these 
very institutions of democracy, 
arrived at by years of struggle in 
our own history, that we correctly 
consider to be the only rational 
and enduring basis of a peaceful 
world order. Therefore, was it to 
be expected that, no matter how 
proficient in science and technol- 
ogy, politically backward peoples, 
unacquainted with the familiar 
democratic processes of free elec- 
tions and the judicial settlement 
of private disputes, would be 
willing suddenly to intrust their 
national security to an agent so 
new and strange as the United 
Nations? Rather, was it not to 
be expected that they would 
naturally adhere to a system they 
understood, viz., the familiar 
methods of force, at least for as 
long as their aims were being suc- 
cessfully attained by force? 


International Communism—A 
New Form of Aggression 


But there is more to Russia’s 
behavior than political inex- 
perience with free, representative 
institutions, Something new has 
been added to _ old - fashioned 
power politics. International 
communism is a new style in na- 
tional aggression. Now we are 
coming to understand that the 
Communist Manifesto meant what 
it said, and that the gospel of 
communism is a ruthlessly expan- 
sionist doctrine of both domestic 
and foreign violence; physical, 
intellectual and spiritual. Now, 
after many lessons, although not 
until international communism 
under Russia’s domination had 
gained control over one-third of 
the population of the world, we 
are piercing the smoke screen of 
its false social philosophy and 
perverted ideais of social justice 
to an understanding of its evil 
driving power when once it has 
captured the minds of men, 


For these and other reasons were equally lost. Military 
there were, at the end of the war, strength alone would not _ be 
convincing grounds to anticipate enough. Balance of power alone 


could not only result in war even- 
tually, as it always has. But it 
alone could give us hope of a 
breathing space sufficient to the 
development of a wholehearted 
acceptance and implementation of 


that as a practical matter, for an 
interim period at least, the basic 
deterrent to war would be found 
in some form of an international 
balance of power, in which bal- 
ance Russia and the United States 


the 
world government. 
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ideal of world law under 


Military Position Must Be 
S‘rengthened 


It is at last clear that there is 


no present alternative to a sub- 
stantial strengthening of our mili- 


tary position as the only possible 
road to peace in the fevered state 
of the world today. You young 
people may accuse me, who am 
past the age for military service, 
of cold-blooded willingness to 
sacrifice you to a course of action 
in which your lives must bear the 
brunt of disruption and perhaps 
danger. But, I repeat, I can find 
no alternative to a larger mobili- 
zation of our military resources, 
although as I shal! indicate in a 
moment, it alone is not enough. 
I do not venture to suc~ { what 
degree of -ilitary mc! ‘tion 
wili be necess2ry; no One can now 
say, least of all an amateur like 
myself. Later developments will 
point the way; but from my study 
in 1947 as a member of the Com- 
mission on Universal Military 
Training, I believe that the Pres- 
ident’s estimate of approximately 
3,000,000 in the armed forces is a 
minimum. Basic to every other 
consideration (let us never for- 
get) is a full degree of unity and 
willingness to sacrifice on the part 
of the millions who will not be 
called to serve in the military 
establishment proper. I repeat, 
we must lead from the harmoni- 
ous combination of military, eco- 
nomic and spiritual strength; we 
cannot influence the course of 
events by being weak in the face 
of hostile forces that despise 
weakness. 

Despite all I have said, to con- 
clude that another world war is 
inevitable is rank defeatism. 
There are reasons to hope that 
Russia has over-extended her 
front—that she has bitten off 
more than she can chew; that be- 
hind her iron curtain lurk grave 
internal weaknesses; that she 
knows that her economy cannot 
support a war and that the mass 
of her people are psychologically 
against it. There is reason to be- 
lieve that the oligarchy that rules 
Russia is vulnerable to a cam- 
paign of psychological warfare; 
that behind the iron curtain the 
dictatorship is less securely en- 
trenched with the masses than we 
think: which suggests the im- 
portance of a More alert campaign 
of understanding than the feeble 
efforts undertaken so far. Nor 
can her rulers be so ignorant and 
stupid as not to be aware of the 
overwhelming industrial potential 

Continued on page 21 
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Bank's Position in Present Crisis 


By PRESTON DELANO* 
Comptroller of the Currency 


Comptroller Delano, in making comparison of present bank- 
ing situation with that of 1941 at our entrance into World 
War II, holds it is safe to say, should a severe emergency 
develop, banks are now in position to fulfill and discharge 


their financing responsibilities. 


speculative loans and in some 
their capital. 


Warns bankers must avoid 
cases provide for additions to 


Stresses need of banking flexibility to meet 


changing conditions. 


Once again the free peoples of 
the world take up the burden 
of defending their civilization 
against the threat of a ruthless 
aggression. 
History re- 
peats itself 
in these ever- 
recurring 
attempts of 
Savage and 
covetous 
invaders 
to overwhelm 
the culture 
and appro- 
priate the 
superior 





advantages 

won from 

mature by | Preston Delano 
their neigh- 

bors. Yet, in November of 1942 


when we took counsel together at 
Philadelphia, no one of us, I dare- 
say, thought that once the threat 
of World War II was met, we 
should be called upon within a 
few short years to take up arms 
again, and in a similar cause. We 
must brace ourselves to this real- 
ity, and once more be prepared to 
make the sacrifices which the oc- 
casion demands. 

Let us take stock, for a moment, 
of the banking system and com- 
pare its ability and capacity to do 
its share with the position it held 
in 1941 when last we gathered 
our strength against another but 
equally relentless enemy. 

At the close of 1941, only a few 
weeks after our entry into World 
War II, all banks in the country 
had tota! deposits, using round 
figures, of $82 billion. 64% 090i 
this amount was represented by 
cash and U. S. bonds; 32% by 
loans which at that time amounted 
to nearly $27 billion. A gross 
capital structure of $8% billion 
provided what we considered, in 
the main, was a reasonable capi- 
talization in relation to the vol- 
ume of loans and other risk 
assets. I believe it is correct to 
say that at that time we regarded 
our banking system as sufficiently 
liquid and well capitalized to meet 
adequately and well its duties and 
responsibilities in the forthcom- 
ing war. It is now known to al! 
that this conclusion was correct. 

The changes of composition in 
bank assets and liabilities during 
the course of World War II are 
interesting. At the end of 1944. 
deposits had jumped to $142 bil- 
lion (from $82 billion at the end 
of 1941), but only $26 billion, or 


18%. of the deposits were in- 
vested in loans and 82% were 


represented by cash and U. S 
bonds. The dollar volume of 
loans during the three-year pe- 
riod between 1941 and 1944 re- 
mained relatively constant, the 
virtual elimination of certain 
categories of loans, such as con- 
sumer paper, offsetting increases 
in other categories directly con- 
cerned with the war effort. At 
the end of 1945, deposits had 
increased an additional $24 bil- 
lion to a total of $166% billion, 
the amount represented by cash or 
its equivalent remaining at 82%, 
with $30% billion, or 18%, in- 
vested in loans. At that time the 
capital structure of all banks 
amounted to $10% billion, or an 
increase of $2 billion since 1941. 





*Remarks by Comptroller Delano at 
meeting of the National Association of 
Suvervicors + State Banks, Boston, 


Mass., Sept. 21, 1950. 


Thus, at the close of World War 
II, while our banks had increased 
their deposits since 1941 from $82 
billion to $166% billion, the per- 
centage of deposits held in cash 
and U. S. bonds had increased 
from 64% to 82%, and the per- 
centage invested in loans had 
declined from 32% to 18%, the 
actual dollar volume of loans re- 
maining throughout at a fairly 
constant level. In other words, 
our banks were easily and 
soundly able to absorb those war 
financing needs which they were 
called upon to meet without in- 
creasing the dollar volume of total 
loans outstanding, and at the same 
time, actually increasing their 
capital protection to depositors in 
relation to the total volume of 


loans and other types of risk 
assets. 
It is of interest to note at this 


point, and without any aitempt at 
analyzation, that for the four- 
year war period between the end 
of 1941 and 1945, bank deposits 
increased $84.3 billion (102% ) and 
the national debt increased $209.7 
billion. Roughly, for each $2.50 
of increase in the national debt, 
bank deposits increased $1.00, and 
each $1.00 of additional bank de- 
posits was invested to the extent 
of 87 cents in U. S. bonds, 4 cents 
in loans and 9 cents retained as 
cash or its equivalent. 


Banks Return to Prewar Status 


Over the period covered by the 
four postwar years ending Dec. 
31, 1949, the composition of bank 
assets, apart from the respective 


percentages of cash and U. S. 
bonds, has steadily reverted, as 
was to be expected under a peace- 
time economy, to the positions 
they occupied on Dec. 31, 1941. 
On this date total bank deposits 
had declined slightly to a total of 
$165.2 billion. However, the per- 
centage of deposits invested in 
loans had increased from 18% at 
the end of 1945 to 30% at the 
end of 1949. This compares quite 
closely to 32% of deposits in loans 
at the end of 1941. The amount 
of deposits invested in U. S. 
bonds or retained as cash or its 
equivalent had decreased at the 
end of 1949 to 69% from 82% at 
the end of 1945, and you will re- 
member that at the end of 1941 
the percentage so invested stood 
at 64%. It is safe to say that at 
the present time the asset compo- 
sition of our banks in relation to 
deposits, broadly speaking, is al- 
most identical with the position 
shown at the end of 1941. Even 
when we delve into details, the 
similarity of the present asset 
composition of banks is striking 
in relation to the 1941 figures. A 
detailed analysis shows that over 
that period commercial and indus- 
trial loans have doubled and real 
estate mortgage loans have 
slightly less than doubled. 


Capitalization—An Item of 
Difference 

The main difference between 
the position of banks at the end 
of 1949, as compared with the end 
of 1941, rests in their capitaliza- 
tion, particularly in relation to 
deposits. In 1941, the ratio of 
capital to deposits stood at $1.00 
of capital to $9.68 of deposits, At 
the end of 1949, this ratio stood 


at $1 00 to $12.55. The relation- 
ship of capitalization to risk 
assets has moved up from $1.00 of 


capital to each $4.52 oft risk assets 
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at the end of 1941 to $1.00 of cap- 
ital to each $4.91 of risk assets. 
In other words, the capital posi- 
tions are not as strong now as they 
were just prior to World War II, 
and in certain individual in- 
stances inadequate capital posi- 
tions constitute definite weak- 
nesses. However, through the 
medium of retained earnings and 
the sale of additional capital stock 
this problem is being reduced in 
its severity. 

I think it is safe to say that our 
banks, should a severe emer- 
gency develop, are in a position to 
fulfill and discharge their financ- 
ing and other responsibilities. In 
all probability, the trend and pat- 
tern would be much the same as 
in World War II. Consumer 
paper would liquidate rapidly, 
loans to many types of business 
concerns would be reduced or 
completely liquidated as cash re- 
placed depleted inventories which 
could not be maintained at normal 
levels, real estate mortgage loans 
would steadily recede through 
normal amortization and limita- 
tions imposed on new housing, 
and the dollar drop in those loans 
would be offset by loans directly 
concerned with war financing. In 
other words, the dollar loan vol- 
ume would remain fairly con- 
stant, at a level our’ banking 
system could easily meet. 


Must Avoid Speculative Loans 


As matters now stand, in justice 
to all concerned, bankers must 
avoid loans for speculative pur- 
poses and cooperate whole- 
heartedly with Regulation W of 
the Federal Reserve. Those 
bankers with marginal capitaliza- 
tions and prospects for increased 
loan volume should meet this situ- 
ation squarely by providing addi- 
tional capital. Bankers with 
already heavy loan volumes in 
relation to deposits should work 
out programs of reasonable liqui- 
dation on nonessential loans to 
make way for the future essential 
loaning requirements of _ their 
communities and the government. 

In brief, it is our charge as 
supervisors to urge that the bank- 
ing world frame its policies so 
that it will be in position at all 
times to meet and discharge every 
responsibility which may grow 
out of the present world distress 
and unrest. One of the charac- 
teristics of this American system 
of ours is the ability, not only in 
the banking field, but also of the 
whole economy, to rapidly change 
its complexion and operations to 


meet diverse conditions. This 
flexibility, as illustrated by the 
comparisons just made in the 


banking sector, is an important 
weapon in the arsenal of free 
enterprise, It gives us great mo- 
bility in times of stress, as op- 
posed to the rigidity of a totali- 
tarian state, 

In conclusion, let us face this 
task with confidence in our 
strength. The roots of this nation 
are drawn from the same stock 
which throughout the centuries 
has successfully defended the 
West against the East. We are of 
that basic civilization which 
threw back Attila at Chalons, 
which defeated the Moors at 
Poitiers and which held the Sara- 
cens at the gates of Vienna. This 
~ rg heritage. Let us be worthy 
of it. 


Seeger & Co. Is 
Formed in New York 


Seeger & Co. is being formed 
Oct. 1 with offices at 150 Broad- 
way, New York City, as successor 
to Bauman, Seeger Co. Partners 
will be Jacob Seeger and E. B. 
Seeger. The firm will act as 
brokers and dealers in unlisted 
securities specializing in real 
estate bonds, title and mortgage 
certificates and whole 


company 
mortgages. 


.. Thursday, September 28, 1950 
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The deliberate over - devaluing 
of sterling a year ago is now 
creating world-wide repercussions 
that were hardly anticipated at 
that time. It is most probable that 
had the British monetary author- 
ities had any inkling last Septem- 
ber of the recent march of events, 
no action whatsoever would have 
been taken with regard to the 
level] of the pound. As far as the 
United Kingdom itself was con- 
cerned it was fully realized that 
the $2.80 level was about 10% be- 
low the then generally accepted 
estimate of the true value of the 
pound. When Sir Stafford Cripps 
was critized for the drastic extent 
of the devaluation he replied that 
there was nothing to prevent sub- 
sequent revaluation in the event 
that future circumstances war- 
ranted such action. There is much 
to suggest that the British Treas- 
ury is now offered an unexpect- 
edly early opportunity to put the 
finishing touch to the 1949 cur- 
rency adjustment. 

Although over-devaluation on 
the part of the United Kingdom 
was intentionally arranged in or- 
der to have sufficient leeway for 
subsequent convenient revision, 
other countries who precipitately 
and completely followed the Brit- 
ish lead have now run into unex- 
pected difficulties. Australia, 
which permitted its currency to 
fall to an even lower level in re- 
lation to the United Kingdom 
pound, is now particularly em- 
barrassed by the present turn of 
events. In this case the call for 
revaluation has now become a 
matter of the utmost urgency. Al- 
though until recently the Austral- 
ian Country Party minority has 
opposed the Liberal Government 
on this subject in the interests of 
the wool producers and other ex- 
porters, the government threat of 
an export tax in excess of a pro- 
posed 10% revaluation, has great- 
ly dampened opposition ardor. It 
is possible therefore that it will 
be left to Australia to set in mo- 
tion a series of upward currency 
adjustments. 

In Britain and Sweden the cur- 
rent inflationary pressure on the 
cost of living is also causing poli- 
tical embarrassment and wide- 
spread discussion of the advis- 
ability of the employment of cur- 
rency revaluation as a counter-in- 
flationary measure. Increasing at- 
tention is likewise being given to 
the fact that the United Kingdom 
in particular, as the world’s lead- 
ing importer, has a vital interest 
in a high rather than a low level 
of sterling. This consideration has 
all the more weight as the terms of 
trade are now moving against the 
United Kingdom, The return from 
exports even at their present gra- 
tifying level is tending to fall be- 
hind the more rapidly mounting 
cost of imports. The urge for im- 
mediate action to curb the rising 
trend of prices in Britain is all the 
more pressing as the powerful 
Trade Union Congress has refused 
to support the Labor Govern- 
ment’s wage-freeze policy, unless 
an effective curb is placed on the 
rising level of prices. As imports 
from hard-currency areas are a 
predominant factor in the British 
standard of living, the upward re- 
valuation of the pound vis-a-vis 
the U. S. doliar would at least 
constitute a step in the desirable 
direction. 

In the case of the Canadian dol- 
lar it would appear that an almost 
complete unanimity of opinion 
exists concerning the ultimate ap- 
preciation of the currency. Under 
normal circumstances the Cana- 
dian authorities would probably 
be predisposed to let nature take 


its course. Events now however 
are tending to force the _ issue. 
U. S. and other foreign capital 
funds are now pouring into the 


Dominion on an unprecedented 
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scale. Part of this influx is specu- 
lative based on expectations of an 











imminent appreciation of the 
Canadian dollar, but the major 
portion reflects external confi- 
dence in what promises to be 


Canada’s greatest era of dynamic 
economic expansion. It is likely 
therefore that the Canadian au- 
thorities will take the appropriate 
initiative before the boom attains 
even more embarrassing propor- 
tions. 

Revaluation of the currency 
would at least restrain the entry 
of undesirable “hot’’ money and 
would also serve a useful purpose 
in holding in check the domestic 
inflationary pressures. In view 
also of the obvious undervaluation 
of the Canadian dollar and _ its 
natural trend towards a_ higher 
level as the vast natural resources 
of the Dominion are progressive- 
ly developed, it is difficult to jus- 
tify the official exchange policy 
whereby Canadian dollars in un- 
limited volume are supplied at an 


obviously undervalued level of 
exchange. 
During the week there was 


again evidence of unusual offer- 
ings of external bonds from north 


of the border which served to 
satisfy the increasing local de- 
mand. Following persistent 
rumors of an imminent currency 
change activity in internal Do- 
minions reached a new peak of 
intensity and the premiums on 
free funds for future deliveries 


reached a new high level. Before 
levelling off in sympathy with the 
reaction in New York stocks also 
surged ahead on strong U. S. de- 
mand. The industrials again led 


the advance with the paper and 
lumber issues particularly pro- 
minent. C.P.R. was also an out- 


standing feature, which is hardly 
surprising in view of its important 
and diversified stake in the boom- 
ing Canadian economy. Base 
metals were less buovant but No- 
randa sold at its highest level in 
10 years, and International Nickel 
on reports of the development of 
an important new ore-body met 
with strong support. Western oils 
were steady, but the golds, except 
in isolated cases, made little head- 
way. 


With Wagenseller-Durst 


(Special to THe FINaNcraL CHRONICLE) 
LOS ANGELES, Calif.—Frank- 
lin C. Roberts has joined the staff 
of Wagenseller & Durst, Inc., 626 
South Spring Street, members of 
the Los Angeles Stock Exchange. 
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Our European Partnership 
In Current Crisis 


By W. RANDOLPH BURGESS* 


Chairman, Executive Committee, 
The National City Bank of New York 


Asserting our struggle against communism may last for 
decades, prominent New York banker warns we must meet 
it with long-range policies that can be maintained. Says strug- 
gle calls for not only military strength but also economic and 
social strength. Stresses need of cooperation and aid of other 
democratic countries, and reveals facts of Western European 
economic and political recovery. Holds avoiding inflation “will 
not be easy,” and urges cuts in non-military spending. 


Whether or not the Korean 
crisis is a prelude to a third World 
War, we know beyond reasonable 
doubt that this country and its 
allies face a 
long period of 
struggle with 
communism. 
For commu- 
nism has at 
last been 
clearly re- 
vealed to even 
the most san- 
guine asa 
force seeking 
world domi- 
nation. 

This is a dif- 
ferent kind of 
conflict from 
the one we 
faced in two 
Then the issues were 
decided by an all-out effort over 
a brief span of years. This is a 
long-range stiuggle that may last 
for decades. It calls for long-range 
policies, for a pace that can be 
maintained. It is an even more 
difficult challenge to our patriot- 
ism; Our national unity of action; 
and our economic, social, and po- 
litical wisdom. It calls for effec- 
tive joint action with other demo- 
cratic countries. 

The lives of men are just as 
surely at stake. Only such con- 
vincing strength that communism 
will avoid the test of arms can 
save us from terrible bloodshed. 
That convincing strength must be 
achieved quickly and maintained. 

This struggle which we face calls 
not alone tor military strength, 
but for that underlying economic 
and social strength which is essen- 
tial to long-term military power. 
One of the dangers we face is that 
we may be forced by military 
spending into a continuing infla- 
tion which would impair the value 
of money. and as a result penalize 
the thrifty and industrious and 
reward the speculator. Another 
danger is that the defense effort 
may force us into a regimented to- 
talitarianism which would largely 
sacrifice the economic and social 
virtues anc advantages of the way 
of life which we call “private en- 
terprise.” Either of these courses 








W.R. Burgess 


World Wars 


would weaken our power to de- 
fend ourselves and weaken our 


power to win the support of other 
countries for the democratic way 
of life. 

Our success in these efforts rests 
not on us alone, but is dependent 
on the action of the other demo- 
cratic countries, and _ especially 
those countries of Western Europe 
which live in the shadow of the 
Communist menace. It is against 
this background that the Ameri- 
can traveler looks at Europe to- 


day. The auestions he asks him- 
self are: whether the Western Eu- 
ropean countries are willing and 
able to do their share in the mu- 
tual military effort: whether in 
the process they can resist the 
dangers ot inflation and regimen- 


tation: and whether Western Eu- 
rope will become a permanent 





*“An address by Mr. Burgess before 
the Fifteenth Anniversary Dinner of the 
Graduate Scheol of Banking, New York 
City, Sept. 23, 1950. 


dependent on the American tax- 
payer, 
European Reeovery 

In the face of these rather ap- 
palling questions, it would be easy 
to despair. My recent trip to Eu- 
rope reassures me in the belief 
that if this country will take vig- 
orous leadership, the democratic 
countries have a good chance of 
winning this struggle with com- 
munism and doing so without the 
loss of the essential freedoms. If 
we lead wisely, I believe the 
Western European countries will 
prove worthy partners, able and 
willing to carry their share of the 
load. 

The first reason for confidence 
is the record of what Western Eu- 
rope has done since World War II. 

We do well to recall that a few 
months after that war France and 
Italy trembled on the brink of 
falling into the hands of Commu- 
nist governments. That struggle 
was fought and won. In country 
after country of Western Europe, 
governments have slowly swung 
from left to center. The number 
of Communists elected to legisla- 
tures has receded. 

Even governments and parties 
which call themselves Socialist 
have slowed down their Socialist 
experiments under weight of pub- 
lic opinion and asa result of their 
own experience, 

Today in England and France 
and Belgium and Holland, and 
even in Western Germany, ration- 
ing of food and clothing has al- 
most disappeared, Many of the 
other direct controls have been 
eased. In their place has come a 
recognition of the more demo- 
cratic measures of sound fiscal 
and monetary policies. Add it all 
up, and we may say with confi- 
dence that as of today the people 
of Western Europe have turned 
their faces away from communism 
and totalitarianism and towards 
democracy—this despite the huge 
Soviet military power always 
threatening their borders. 

This great political change has 
with an 


gone along impressive 
economic improvement. In 1947 
when General Marshall invited 


the European countries to prepare 
a joint economic program, the 
statesmen of Western Europe re- 
sponded at once by establishing a 
study group known as the C.E.E.C.., 
the Committee of European Eco- 
nomic Cooperation. This group 
prepared careful measures of Eu- 
rope’s production of food and coal 
and industrial products, and what 
she could reasonably hope to do 
with some help from the United 
States. These estimates were sub- 
mitted in this country to the Har- 
riman Committee of citizens and 
then, after review and revision, 
to the U. S. Congress as a basis 
for the Marshall Plan. At that 
time, these projections of Europe’s 
output and exports into the future 
looked very optimistic. 

Today after three years, actual 
output is a little better than even 
those rosy estimates. British pro- 
duction, for example, is now 50% 
above prewar. Exports are well 
up to the estimates. The trade 
deficit, the so-called “dollar gap,” 
has been reduced rapidly, even 
faster than had been hoped. 


All of this has been done with 


less dollar aid than was consid- 
ered necessary by the C.E.E.C., 
the Harriman Committee, the 
State Department, or the U. S. 
Congress. The Harriman Commit- 
tee came nearest the mark when 
it estimated an aid requirement of 
between $12.5 billion and $17.2 
billion. Based on actual expendi- 
tures to date and the improved 
position, the total through 1952 
should be less than the minimum 
estimate of the Harriman Com- 
mittee, and well below every other 
official estimate. 

In the 12 months since sterling 
and other currencies were deval- 
ued, the Marshall Plan countries 
have increased their gold and dol- 
lar reserves by something like $2 
billion. This is all to the good and 
brings nearer the day when cur- 
rencies can be made more freely 
convertible. 

Western Europe has indeed been 
aided by the great industrial boom 
in America, which has swelled our 
imports. But after all qualifica- 
tions, the cold facts constitute a 
record of great achievement by 
the people of Europe. They are 
a record of hard work, and a good 
deal of self-denial. 


Reestablishment of 
Currencies 

When we review the experience 
of all these countries for the post- 
war years, there is one economic 
principle related more closely than 
any other to their progress. In 
instance after instance, it has been 
demonstrated that the establish- 
ment of currencies in which peo- 
ple have confidence is the prime 
key to recovery. Belgium led the 
way by currency reform in 1944 
and credit controls in 1946 and 
1947, including Central Bank rate 
increases to 5% on advances; and 
she enjoyed the first recovery. 
Germany wallowed in disorder 
until her money was made good in 
1948 by cutting down the quantity. 
Italy made a startling recovery in 
1948 and 1949 after she adopted 
adequate measures of money re- 
form. The British loss of gold and 
dollars was reversed when in Sep- 
tember, 1949, the pound sterling 
was given a realistic value in 
which people could have confi- 
dence. In Europe, old-fashioned 
economic policies—tough ones, re- 
quiring political courage — have 
paid off. 

The Korean crisis has found Eu- 
rope just approaching a state of 
economic equilibrium in which she 
offered promise of operating un- 
der her own power. The achieve- 
ment since World War II is the 
best basis for hoping that Europe 
can meet this new crisis. 

A second reason for hope is the 
progress we and they have made 
in joint action. The Marshall Plan 
is a joint enterprise. So are the 
European Payments Union, and 
the Schuman Plan, and the North 
Atlantic Treaty. These are, it is 
true, just beginnings: and we may 
well ask whether we shall learn 
to act together fast enough to 
meet the grave danger. 

In this joint effort, it is difficult 
for us to visualize the position of 
the Western European countries. 
At the present time, there are 
only about a dozen divisions of 
American, British, and Continen- 
tal troops to stand between these 
countries and the vast power of 
the Soviet. Under these circum- 
stances, it is not strange that some 
of the people should shrug their 
shoulders when they are asked to 
put more troops in the field. Their 
enthusiasm for fighting would be 
entirely different if they saw a 
joint and realistic program for the 
trained and well-equipped force 
of €0 or 70 divisions which Mr. 
Churchill proposes. The French 
alone before the war had more 
than that available. Our joint ef- 
fort will succeed only as we make 
it big enough to justify the hopes 
of countries which have felt the 
heel of the invader. Such a pro- 


Gradual 


gram is now fortunately being de- 
though far 


veloped, less vigor- 


ously and rapidly than the danger 
requires. 

I am assured by well informed 
Frenchmen that an adequate joint 
defense program would be the 
best possible economic and social 
stimulus, for it would be the great- 
est help to confidence: in money, 
in enterprise, in the whole fabric 
of life. . 

A second deterrent to whole- 
hearted support of the arms pro- 
gram by Western European coun- 
tries is their problem of financing 
it. With a low rate of savings, 
with budgets still in some cases 
out of balance, with the confidence 
in their currencies not too secure, 
and with their taxes at very bur- 
densome levels, their financing of 
arms outlays by taxes or by bond 
issues is a real poser. The only 
easy Way of doing it is through 
their central banks, and that way 
lies inflation. Certainly they can 
have guns only at the sacrifice of 
butter, and butter is not too plen- 
tiful, 


Must Again Roll Boulder Uphill 


In these latter weeks, with a 
new war On our hands, many of 
us have felt like the legendary 
Greek hero whose fate it was in 
the underworld to roll a boulder 
up a steep hill. When the great 
stone was near the top, it always 
rolled back to the bottom of the 
hill and poor Sisyphus started his 
task over again. 

This new war starts us pushing 
up the hill once more, just when 
we thought we could settle down 
to normal living. We face again 
as individuals, as a nation, and as 
a group of nations the supreme 
test of our abilities, our under- 
standing, and our endurance. But 
we have won before, and we can 
do so again. We and the other 
democracies hold the great pre- 
ponderance of power. Once we 
bring our united physical and 
moral force to bear, we can win; 
or if we act soon enough, we can 
probably prevent a war. 


The Inflation Threat 


There is one special phase of 
the national effort which lies in 
the field of finance. That is, quot- 
ing President Truman, “to carry 
out the defense program without 
letting inflation weaken and en- 
danger our free economy.” 

This is not going to be easy. This 
new wave of government spend- 
ing is highly inflationary. It in- 
creases the money in the hands 
of the people, and cuts into the 
supply of things they can buy. 

As the President said: “Every- 
body would lose if we let infla- 
tion go unchecked. Workers would 
be hurt. The extra dollar in Sat- 
urday’s pay check would be taken 
away by the higher prices for 
Monday’s groceries.” The Western 
European countries face this same 
problem even more acutely than 
we. 

In this inflation question, as in 
armament, the leadership is ours. 
Others will take their cue from 
us. A sound dollar in a sound 
American economy is the first es- 
sential for the economic stability 
of all the democracies. 

The President and the Congress 
have proposed and taken some 
measures to meet this situation, 
including the tax bill and provi- 
sions for credit control, The Fed- 
eral Reserve System has moved 
to tighten money. So far, action 
is wholly inadequate. The real 
test case is the willingness to cut 
unnecessary nonmilitary spending. 
To have the men and material 
and money for arming, we must 
spend less for other things: for 
houses, for automobiles, for pub- 
lic works. Government must cut 
its own spending and its stimula- 
tion of private spending by guar- 
anties, 

The principle which we must 
never forget and must preach and 
practice is that a stable currency, 
with stable buying power, is es- 
sential in the long drawnout strug- 
gle the nation faces. For only 
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with such a currency can we rely 
On the economic strength which 
will largely determine our mili- 
tary strength. Sound money is the 
result of sound fiscal and mone- 
tary policies, of a proper balance 
between the whole country’s in- 
come and its spending. Govern- 
ment policy will face up to this 
only if the people understand. 

Fortunately at this time, which 
calls for the best in leadership and 
judgment and devotion, there is 
in the banking business of the 
United States a body of 2,500 men 
with the ability, training, and mu- 
tual respect and friendship which 
make it possible for them to be 
leaders along the difficult paths of 
sound policy. These 2,500 men are 
the men of The Graduate School 
of Banking. They constitute a task 
force in cities and towns in every 
state of the nation which can do 
much to see that in at least one 
area of the national life there will 
be public understanding and un- 
remitting effort to meet today’s 
challenge. 


Mackintosh V.-P. of 
Harriman Ripley 


Joseph P. Ripley, Chairman of 
Harriman Ripley & Co., Inc., 63 
Wall Street, New York City, an- 
nounced that, at a meeting of the 
board of di- 
rectors George 
M. Mackintosh 
was elected a 
Vice-Presi- 
dent. 

Mr. Mackin- 
tosh, after at- 
tending Col- 
gate Univer- 
sity, was with 
the Irving 
Trust Com- 
pany and later 
was with Ana- 
conda Copper 
Mining Com- 
pany. Follow- 
ing that, for a period of 16 years 
he was with Moody’s Investors 
Service. He joined Harriman Rip- 
ley in January, 1945, and in Feb- 
ruary, 1947, was appointed Man- 
ager of the Industrial Division of 
the Buying Department. 


Lambert Co. Formed 
In New York Gity 


Jean Lambert has announced the 
formation of Lambert & Co. a 
firm that has been set up for the 
purpose of making capital invest- 
ments and of furthering the de- 
velopment of industrial enter- 
prises in the United States and 
elsewhere through rendering as- 
sistance on financial problems, 
particularly of an _ international 
nature. 

Mr. Lambert stated that asso- 
ciates of the firm will be Alan T. 
Christie, presently Assistant Vice- 
President of the Bank of New 
York and Fifth Avenue Bank and 
previously Supervisor, Investment 
Department, Sun Life Assurance 
Co. of Canada, and Ross Cissel, 
formerly with Sullivan & Crom- 
well and the Department of State, 
and more recently an officer and 
a director of International Hudson 
Corporation. 





G. M. Mackintosh 


F. B. Simpson, Jr. 
With Aubrey Lanston 


F. Bradford Simpson, Jr. has be- 
come associated with Aubrey G. 
Lanston & Co., Inc., 15 Broad St., 
New York City. as Vice-President 
in charge of the firm’s municipal 
bond department. Mr. Simpson 
was formerly with Lee Higginson 
Corp., and has long been identi- 
fied with the municipal bond 
business. 
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News ABOUT BANKS 


CONSOLIDATIONS 
NEW BRANCHES 
NEW OFFICERS, ETC. 
REVISED 
CAPITALIZATIONS 


| AND BANKERS 





The board of Directors of J. P. 
Mergan & Co. Inc. of New York, 
m Sept. 20 elected J. Delafield 
DuBois as a Vice-President, ac- 
cording to 
announcement 
made by 
George Whit- 
ney, Presi- 
dent of the 
Bank. Mr. Du- 
Bois has been 
Secretary of 
J. P. Mor 
&& Co. I nc 
since Feb. 6, 
1946, and will 
continue to 
hold that of 
fice. He is a 
graduate of 

Harvard Col- 
lege and of the Harvard Law 
School. Before the last war, he 
practiced law for 15 years. Except 
for the years 1933-1936 when he 
was an Assistant Counsel to the 
Board of Governors of the Fed- 
ral Reserve System in Washing- 
ion, D. C., his practice was in 
New York City, first with Cad- 
walader, Wickersham & Taft and 
fater with Davis Polk Wardwell 
Sunderland & Kiend!. He joined 
f, P. Morgan & Co. Ine. in 1946, 
ifter returning from service in 
‘he Navy. He is a director of Sea- 
board Surety Company. 


J. Delafield DuBois 


The Board of Trustees of the 
ii migrant Industrial Savings Bank 
of New York has appointed Ar- 
‘hur J. Morris, 
financial 


Vice - Presi- 
dent of the 
ank accord- 


img to an an- 
Houncement 
made on Sept. 
25. by John T. 
fNadden, Pres- 
ident. Mr. 
Viorris was as- 
sociated with 
he Fulton 
frust Co. for 
nNany years 
nd had been 
President for 
yver 15 years 
when the Fulton Trust Co. 
nerged with the New York Trust 
Co. on Sept. 2, 1949. Since the 
nerger Mr. Morris has been a 
Vice-President of the New York 
C-ust Co. Mr. Morris has been 
. Trustee of the Emigrant s-nce 
tune, 1941, and is a member of 
he Executive, the Real Estate 
ind the Investment Committees 
if the Board of Trustees. 





Arthur J. Morr'’s 


Henry C. Brunie, President of 
Empire Trust Co. of New York 
yinnounced on Sept. 20 the elec- 
‘ion of M. Stuart Roesler as 
Assistant Vice - President. Mr. 
Roesler was formerly associated 
with the Commercial National 
Bank & Trust Co. of New York 
as Assistant Cashier. 


Within 24 hours after the new 
Federal Revenue Act of 1950 be- 
2ame law on Sept. 23, The Na- 
jional City Bank of New York 
and its trust affiliate the City 
farmers Trust Company § had 
2opies in book form ready for 
listribution. Besides a summary of 
important changes based on Con- 
eressional Committee Reports. the 
pgook contains the law in full and 
provisions of the VU. S. Internal 
Revenue Code, as amended. 


Henry L.-.O’Brien, who is Gen- 


eral Counsel and director of Ci 
Coa., ha 


been elected a truste 


the Williamsburgh Savings Bank 
of Brooklyn, N. Y., it is an- 
nounced by Elliott M. Eldredge, 
President of the bank. 

The capital of the Newton Na- 
tional Bank of Newton, Mass., was 
increased. effective Sept. 1, from 
$200.000 to $250,000 by the sale of 
50.000 of new stock. 

The Board of Managers of The 
Montclair Savings Bank of Mont- 
clair, N. J., have elected Gertrude 
S. Clay‘on to the office of Assis- 
tant Secretary, it is announced by 
T. Philip Reitinger, President. 
Miss Clayton has been Director ol 
the School Savings Department 
for 22 years. She will continue 
in this capacity. Under her direc- 
tion the School Savings program 


has expanded beyond the Mont- 
clair schools to all of the Cald- 
wells. Cedar Grove, Essex Fells 


and Roseland schools. Twenty- 
eight schools with a total enroli- 
ment of 9,554 students were 
served by the Montclair bank in 
the last school year. Miss Claytcis 
is Vice-President of the New Jer- 
sey School Savings Forum. She 
received her B.A. degree from the 
University of Wisconsin, and her 
M.B.A. degree from the Graduate 
School of Business Administration 
of New York University. 

Harold H. Stout, Assistant to 
the President of South Side Bank 
& Trust Co. of Chicago, has been 
named Vice-President in charge 
of loans and bank management, it 
is learned from the Chicago 
“Journal of Commerce” of Sept. 15. 

In indicating that Charles T. 
Fisher, Jr., President of the Na- 
tional Bank of Detroit, at De- 
troit, Mich., has been appointed 
Administrator of the newly 
formed Real Estate Credit Office, 
according to an announcement by 
the Federal Reserve Board, the 
“Detroit Free Press” of Sept. 15 
stated in part: 


“The new office is to be set up 


under the 1950 Defense Produc- 
tion Aci, the FRB aedded. Board 
Chairman Thomas B. McCabe said 


the 


new 


administer 
administration 


office will 
regulations, with 
approval, of the Housing and 
Home Finance Agency. The Real 
Estate Credit Office is authorized 
by Executive Order to issue regu- 
lations governing credit for new 
construction in the real estate 
field. Mr. Fisher has been serv- 
ing as a special consultant to the 
Board in connection with finan- 
cial and credit matters. He has 
been connected with the Federal 
Reserve Board since Aug. 22, as 
consultant. Mr. Fisher is Pres- 


ident of the Detroit Board of 
Commerce. [In 1935 and 1936 and 
from 1942 to 1945, Mr. Fisher 
served as director of the Recon- 
struction Finance Corp.” 
+: 
Through a stock dividend of 


$25,000 and the sale of new stock 
to the amount of $25,000, the cap- 
ital of the Garden National Bank 
of Garden City, Kansas, was in- 
creased as of Sept. 7 from $150,- 
060 to $200,000. 

x * 


Allard A. Calkins, President of 
the Anglo California National 
Bank of San Francisco, announced 
on Sept. 15 several promotions in 


the official staff of the bank. Jo- 
seph J. Pausner has been ap- 
pointed a Vice - President. He 


heads all consumer loan activities 


of the bank; he entered the in- 
stitution in 1937 as assistant man- 
ager of the contract department 
Edward M. Landis has _ been 
named Vice-President in charge 
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of overall contract department 
operations. Formerly with Gen- 
eral Motor’s Acceptance Corp. in 
Chicago, he joined Anglo Bank in 
1948 as manager of the contract 
department in the Oakland main 
office. Ernest I. Jager is now 
manager of the contract depart- 
ment at the Oakland main office; 
he joined the bank’s staff in 1936. 
George W. Heuermann is now a 
Vice-President at the head office 
with duties as a general! officer in 
the bank’s loaning division. His 
first assignment with Anglo was 
at the Potrero office in 1920 and 
he attained the rank of Assistant 
Vice-President in 1948. John R. 
Dryden has been appointed man- 
ager of the head office credit de- 
partment with the title of Assis- 
tant Vice-President. He started 
as a page boy in 1930 at the head 
office and was appointed an Assis- 
tant Cashier in the credit depart- 
ment in 1948. Edward 4d. 
Schneider has been promoted to 
the position of Assistant Vice- 
President at the head office. 
Advices to the effect that the 
capital of the First National Bank 
of Lebanon, Oregon, has been en- 
larged from $50,000 to $300,000 by 
a stock dividend of $250,000 were 
contained in the Treasury Depart- 
ment’s Bulletin of Sept. 18. 


Announcement is made of the 
opening on Sept. 16 of the Spring- 


field (Oregon) Branch of The 
First National Bank of Eugene, 
Ore., at 7th and Main Streets. 


L. S. McCready is President and 
M. O. Dahl, Vice-President and 
Manager of the bank. 


Gentral States IBA 


Training Courses 


CHICAGO, I1l.—Thirty employ- 
ees of Chicago investment bank- 
ing houses and commercial banks 
attended the opening session of 
the Ninth Training Course in 
Fundamentals of Investment 
sanking which is sponsored by 
the Central States Group of the 
Investment Bankers Association of 
America and offered in coopera- 
tion with the School of Commerce 
of Northwestern University. 

The course is designed to pro- 
vide an opportunity for trainees 
to coordinate theory with on-the- 
job training and practical field 
experience. It will again be taught 
by Warren Browne, Assistant Pro- 
fessor of Finance, under the super- 
vision of Harold W. Torgerson, 
Chairman, Department of Finance, 
Northwestern University. The 
class will meet for three two-hour 
sessions a week for 21 weeks. 

Approximately 250 employees of 
member houses in Chicago and 
nearby cities have enrolled in 
these courses since their inaugu- 
ration shortly after World War II. 
according to David J. Harris, Sills, 
Fairman & Harris, Incorporated, 
Chairman of the Central States 
Group Education Committee. 
Members of the IBA who have 
employees enrolled in the present 
course are: 

A. C, Allyn and Co., Inc.: Ames, 
Emerich & Co., Inc.; Bacon, Whip- 
ple & Co.; A. G. Becker & Co. 
Inc.; Julien Collins & Co.;: The 
First Boston Corp.; The First Na- 
tional Bank of Chicago: First Se- 
curities Co. of Chicago; Goodbody 
& Co.; Harris, Hall & Co.: Harris 
Trust and Savings Bank: Horn- 
blower & Weeks; The Illinois Co.: 
Kebbon, McCormick & Co.: Ketch- 
am & Nongard; Kidder, Peabody 
& Co.; McDougal and Condon, 
Inc.; Mullaney, Wells & Co.: Paine, 
Webber, Jackson & Curtis; Rey- 
nolds & Co.; Stern Brothers & Co., 
and Webber-Simpson & Co. 

Similar courses have been given 
in cooperation with IBA groups 
by more than 20 leading univer- 
sities and colleges in various sec- 
tions of the country, with an over- 
all enrollment of more than 2,300 
since the end of World War ILI. 











Banking in the Garrison State 


By ELLIOTT V. BELL* 


Chairman, Executive Committee, McGraw Hill Publishing Co, 
Former New York State Banking Commissioner 


Former State Bank Supervisor, contending direct controls 

of prices cannot prevent inflation, advocates cutting down 

civilian spending by taxes as well as by tightened cred t and 

wise public debt policy. Sees serious disappointment in Treas- 

ury and Federal Reserve working at cross purposes, and 

denounces Treasury’s low interest policy. Wants Federal Re- 
serve to be free in control of money markets. 


Tremendous events sometimes 
occur on a tiny stage. What 
seemed like the start eof a minor 
civil war in Korea last June has 

set in motion 


powerful 
forces that 
may shape 
the pattern of 
our lives for 
many years to 
come. We now 
know there is 
no hope of 
peace by con- 
ciliation or 
appeasement. 


We know that 





the ruthless 
men ofthne 
Kremlin are 


Elliott V. Bell 


perfectly 
willing to risk 
all-out war if necessary to gain 
their ends. 

But for all its tragedy, the war 
in Kotea may yet prove to be our 
salvation. It shook our govern- 
ment out of its trance-like atti- 
tude toward Communism in Asia. 
It revealed the shocking weakness 
of our cefense preparations. It 
breatred new life into the United 
Nations which was rapidly be- 
coming the graveyard of our hopes 
of peace. 

The United States by common 
consent has become the chief de- 
fender of the free world. It is our 
plain duty to organize the defense 
of freedom and to develop its 


sinews of strength. But to 
strengthen and defend the free 


world against Communism means 
that we must transform our coun- 
try into a garrison state. We must 
be like a community where mili- 
tary forces are permanently quar- 
tered. We face an unlimited 
riod of what may be not war, 
peace, but a little of both. 

We face the prospect of devot- 
ing from 10 to 20% of our total 
national production to war pur- 
poses for perhaps a generation or 
more. 

Stalin has devised a new and 
subtle approach to his major ob- 
ject of destroying America, the 
citadel of freedom. He knows that 
he could never win by launching 
an all-out frontal attack at this 
time. Instead, he hopes to wear 
us down and weaken us by forc- 
ing upon us a long and costly re- 
arma:..ent that Fe hopes will lead 
to either a disastrous infiation ora 
permanent regimentation that will 


pe- 
not 


sap our economy of its magic 
productivity. In either case the 
end result would be to ruin the 
American economy so that we 


would become defenseless against 
a future full-scale war. 

In the face of this threat to our 
economy, some determined effort 
to combat inflation is imperative. 
There are two broad alternatives. 
One is to clamp down direct con- 
trols on prices and wages through 
a system of rigid ceilings. ration- 
ing and all the other parapher- 
nalia which was used in the last 
all-out war. The other course is 
to use indirect controls through 
taxation. public debt management 
and credit policy. 


Direct Centrols to Centrol In- 
flation Ineffective 
There is a certain attractive 
simplicity about attacking a com- 
plex economic problem by the di- 
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Bell at the Annual 


Conventicn otf the National Association 
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Mass., Sept. 20, 1950. 


rect method of slapping on price 
ceilings, allocations and rationing. 
All too many individuals and 
groups, especially in Washington, 
are heartily in favor of this kind 
of direct control, especially if they 
can do the controlling. But it 
would be, to my way of thinking, 
a tragic error playing directly into 
the hands of our communist ene- 
mies if we were to succumb to 
this superficial and fallacious 
course. 

In the first place. it should be 
understood that direct controls do 
not and cannot prevent inflation. 
Tne most they can do is to sup- 
press the effects of inflation and 
delay their appearance until a 
later time. During the last war. 
OPA ceilings succeeded in hold- 
ing back the rise of prices during 
the period of actual warfare but 
as soon as the fighting was over, 
suppressed inflation had its way. 
Price ceilings were undermined 
in all directions by the black mar- 
ket and in the end were swept 
away while the delayed inflation 
ran its course. 

The same thing been true 
at other times and in other coun- 
tries. Even Great Britain with its 
great talent for abiding by a sys- 
tem of direct controls has not been 
able to prevent a severe inflation 
leading last fall to the devaluation 
of the pound sterling. In Aus- 
tralia the story has been the same. 

Our best hope to get maximum 
production and to hold the line 
against inflation in this garrison 
state, with its limited effort for 
an unlimited time, lies in the wise 


has 


but courageous use of indirect 
controls. 
They are called indirect con- 


trols because they are not directly 
applied to prices in the market 
place. But, in fact, the sort of con- 
trols I am talking about strike di- 
rectly at the sources of inflation, 
namely, the expansion of credit 
and of spendable income. 

The root 
cut down 


of our problem is to 
civilian spending that 


puts an upward pressure upon 
prices. To do this we must tax 
vigorously, tighten credit and 
manage the public debt wisely. 


The use of credit and fiscal poli- 
cies to put a curb upon inflation 


fits best with our system of en- 
terprise because it permits more 
freedom to the individual in the 


market place. It allows the price 
system to operate as the regulator 
of that production which can still 
be permitted for non-war use. 
The administration of credit 
and fiscal controls as contrasted 
with price ceilings and rationing 
is easier, cheaper and interferes 
less with individual freedom. 
Fiscal and credit measures on the 
whole are also easier to adjusi 
to changing situations than are di- 
rect controls. They make sense as 


our principal weapon for a long 
emergency such as the one we 
seem destined to face. 

30th heavier taxes and tighter 


credit aim directly at the princi- 
pal target—curtailed spending by 


individuals and businesses. But so 
far. our procvress has been slow 
and disappointing. 

Treasury and Federal Reserve 

at Cross Purposes 

The most serious disappoi7v tment 
of all has been to find that in this 
grave moment. whe all of us 
should be working together, the 
Treasury and the Feceial Reserve 
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System are working at cross pur- 
poses. 

This is a condition that involves 
grave consequences for the coun- 
try. It is especially disturbing to 
the banking system and to bank 
supervisors who find themselves 
directly in the crossfire between 
the opposing Treasury and Fed- 
eral Reserve camps. 

The Federal Reserve System 
has announced that its policy is 
to use all the means at its com- 
mand to restrain further expan- 
sion of bank ‘credit. The System 
had for some time been allowing 
the price of government securi- 
ties to drop slowly so as to firm 
up interest rates and discourage 
banks and others from _ selling 
government securities in order to 
finance expanding loans. 

A month ago, the System car- 
ried its Operations an important 
step further by raising the re- 
discount rate at the Federal Re- 
serve Bank of New York and al- 
lowing the price of short-term 
government securities to decline 
in the market. 

The very same day, as you 
know, the Treasury announced a 
refunding issue priced above the 
prevailing market in what was 
plainly an effort to embarrass the 
Federal Reserve by making it re- 
verse its policy or risk being held 
responsible for the failure of a 
Treasury offering. 


This was certainly extraordi- 
nary behavior for a responsible 
government department. It was 


followed up On subsequent days 
by backgrcund stories in the news- 
papers and statements from Treas- 
ury spokesmen indicating that the 
Treasury regarded credit control 
measures as a mere gesture of no 
practical value in combating in- 
flation. The Treasury, it was in- 
dicated, felt it should be free to 
do its financing as cheaply as pos- 
sible with the aid of a bountiful 
outpouring of central bank credit, 
regardless of the consequences. 

What that means as a practical 
matter, of course, is that the 
Treasury rules out the hope of re- 
straining inflation by indirect con- 
trols and is making inevitable the 
imposition of price ceilings and 
rationing. 

Treasury Is Wrong 

In this dispute, the Treasury, in 
my judgment, is wrong, both from 
the standpoint of public policy 
and economics. Moreover, unless 
the President intervenes, a coura- 
geous Fedeial Reserve Board is 
bound to win. Thus far, however, 
the Treasury seems to me to have 
had the best of the argument in 
the public prints. 

Centrai banking techniques are 
abstruse and difficult to under- 
stand and the Treasury’s sugges- 
tion that a minor rise in interest 
rates cannot do much to combat 
inflation seems plausible, however 
specious. It therefore, vitally 
important that the banking com- 
munity and especially the bank 
supervisors, who are equipped to 
understand what is at stake in 
this dispute, should support the 
Federal Reserve System in its ad- 
vocacy 9f indirect controls, 

If the Treasury should have its 
way, the Federal Reserve System, 
deprived of the use of open mar- 
ket operations and the discount 
rate, would be compelled to go 
once more to Congress and ask 
for power to manipulate the re- 
serve requirements of all com- 
mercial banks, whether member 
banks or not. 

Those of us who regard such a 
development as an assault upon 
the freedom and independence of 
our dual banking system will be 
in a poor position to protest un- 
less we now vigorously support 
the Federal Reserve System in its 


is, 


courageous effort to reassert the 
usefulness of traditional central 
banking techniques. 


Let me tell you why I think the 
Treasury is so wrong in this mat- 
ter. First to policy: When the 
Federa! R rve System was es- 


tablished in 1913, Congress deter- 
mined, as a matter of public pol- 
icy, that it should not be govern- 
ment owned and operated, but 
should be an independent control 
banking system. 

This policy has been modified 
over the years, but never aban- 
doned. Instead, it has from time 
to time been sirikingly reaffirmed. 
In t.e Banking Act of 1935, fol- 
lowing the Great Depression, Con- 
gress threw the Secretary of the 
Treasury .out as a statutory mem- 
ber of t.e Federal Reserve Board. 
It was apparently the opinion of 
Congress that the Secretary of the 
Treasu y had influenced the Board 
against taking more siringent 
measures to restrain the boom of 
the late twenties. 

Here is a bit of not so ancient 
history Which might well be read 
now in the Treasury. 

Furthermore, as recently as last 
year, a joint committee of Con- 
gress, the Douglas Committee, af- 
ter an extended study of fiscal 
and credit questions reaf'i:med 
the plain intent of the Federal 
Reserve Act that the primary 
power and responsibility for reg- 
ulating the supply, availability and 
cost of credit is vested in the Fed- 
eral Reserve System. 

Second: As to the economics of 
the matter. It is a confession of 
ignorance to speak as though the 
Federal Reserve System’s arsenal 
of credit control weapons involves 
meiely a matter of tightening up 
interest rates a minor fraction. 
The heart of central banking op- 
erations is the manipulation of 
bank reserves to influence the 
availability of credit. If the Fed- 


eral Reserve System is free to 
operate in the open market, it 
can inf'uence the reserves not 


only of member banks, but of all 
banks. 


For many years, banks in this 
country have enjoyed a substan- 
tial excess of reserves and bor- 
rowings from the Federal Reserve 
System have been small. But it 
wou!ld take a relatively small net 
sale of government securities by 
tre Federal Reserve to wipe out 
the excess reserves of a great 
rrany banks and to compel a good 
many otters to borrow at the in- 
creased discount rate from the Re- 
serve Banks in order to maintain 
their existing volume of loans. 

Bankers do not have to be hit 
over the head with an ax in order 
to sce the handwriting when a 
central bank chooses to write upon 
the walls of the money market. 
It will not be long before banking 
policies are adjusted to a less lib- 
eral supply of credit if the Fed- 


eral Reserve chooses to use the 
powers it has available. 
3ut in the process, of course, 


there would have to be some fur- 
ther stepping down of the market 
for government securities, espe- 
ciallv short-term government se- 
curities, That in itself would tend 
to put a restraint upon the lend- 
ing activities of banks because it 
wou!d discourage them from sell- 
ing their existing holdings of gov- 
ernments in order to make in- 
creased loans. 


Federal Reserve Has Brake 

Whatever the Treasury may 
think, there is no doubt in my 
mind whatsoever but that the Fed- 
eral Reserve System has the power 
to put a considerable brake upon 
the forces of inflation at any time 
it sees fit to use that power. 

The State bank supervisors have 
an especial interest in the out- 
come of this contest between the 
Federal Reserve and the Treasury. 
If the Treasury has its way, the 
Federal Reserve will be reduced 
once more to the status that it 
occuvied all during World War II. 
In that period, the primary func- 
tion of the central banking system 


came to be the pegging of govern- 
ment security prices at a rigid 
leve! and the pumping out into 
the money market of whatever 
supplies of credit were necessary 
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to insure a resounding success for 
every Treasury offering. 


In effect, of course, the govern- 
ment was indulging in that an- 
cient fiscal sin of financing its 
deficit by the inflation of central 
bank credit. The wages of that 
sin in other lands and other times 
has always been death, the death 
of the national currency. 


We could condone such a course 
during World War II because we 
hoped and believed that there 
would be a definite end to this 
crude inflation. When the war 
was over, we had reason to be- 
lieve the Federal Reserve System 
would be restored to its old in- 
dependence, the inflationary ex- 
cesses of the war would be greatly 
reduced. While the dollar would 
have permanently lost a consid- 
erable part of its value, the wear- 
ing away of Our money would at 
some point be brought to an end. 

But we now face a completely 
new situation. We face the de- 
mands of a partial war which has 
no calculable ending but which 
may go on for as long as many of 
us live. Under those circumstan- 
ces, we cannot permit the Treas- 
ury to continue financing the defi- 
cit at record low rates of interest 
when the price of that course is 
to feed the fires of inflation. 

In this time of swiftly churn- 
ing events, banking and bank 
supervisors have a high and diffi- 
cult responsibility. Theirs is 
especially the responsibility to 
assist by action and by wise cou- 
sel in holding the line against in- 
flation. It is part of the western 
tradition of freedom that by regu- 
lating our credit and money sys- 
tem, we can keep the rest of the 
economy free and strong without 
resorting to totalitarian devices. 

It is especially important to 
maintain this free tradition under 
a garrison state economy such as 
we are destined to have for many 
years to come. Linked ‘to a tax 
program that bites deeply into 
civilian spending, wise credit pol- 
icies can hold down inflation pres- 
sures and avoid resort to a strait- 
jacket of direct controls of the 
economy. 

The indirect approach to infla- 
tion control operates primarily 
through the mechanism of the 
banking system. Accordingly, it 
demands a high responsibility and 
purpose of the banking commun- 
ity. It requires diligence on the 
part of banks in rejecting loans 
for speculative non-war purposes. 
It requires of bankers renewed 
efforts to preach the doctrine of 
thrift and encourage savings. It 
requires of bank supervisors en- 
ergetic efforts to assist the banks 
in carrying out these purposes. 

This whole approach to infla- 
tion control calls for close cooper- 
ation between the state and Fed- 
eral banking authorities. Only by 
wise and understanding coopera- 
tion can we escape grave perils 
for the dual banking system in the 
years ahead. To be effective the 


nation’s whole banking system 
must take part in the effort to 
combat run-away prices. Inevit- 


ably there will be those who will 
seek to use the situation as a pre- 
text for imposing wider Federal 
controls over state chartered 
banks. There will be, especially 
if the Treasury has its way, a re- 
newed demand to impose Fed- 
erally determined reserve re- 
quirements on all commercial 
banks. To do this would, I earn- 
estly believe, toll the bell for the 
dual banking system. We must 
combat such an effort with all our 
strength but it is important that 
we place ourselves in a strong po- 
sition to make our opposition ef- 
fective. 
While I 


posed to 


am unalterably op- 
direct Federal contro] 
over non-member bank reserve 
requirements, I do believe that 
state banking authorities should 
be prepared to take their lead 
from the Federal Reserve System 
in the fixing of reserve require- 
ments. 


If this is done, it will be a hard 
task for the enemies of the dual 
banking system to undermine it 
through centralized control by 
Washington of bank reserves. 

The new boldness of the com- 
munist challenge has evoked a 
response that shows the _ free 
world has a stout will to resist 
and defend its way of life. Upon 
our own country has been thrust 
the chief responsibility of organ- 
izing and leading that defense. 
We have the resources and the 
genius to win through in this 
strange kind of half war against 
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al 


the forces that would enslave the 
world. It may be a long struggle; 
it will force us to live for many 
years under the demands of 2 
garrison state. As we mobilize 
our power we must not permit 
virulent inflation to sap our 
strength. We must act vigorously 
and wisely on the financial front. 
In this effort, bankers and bank 
supervisors have a high respon- 
sibility. In meeting this challenge 
you can help win more than the 
victory over communism. You 
‘an safeguard the wellsprings of 
our national strength. 
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We Must Be Militarily Strong Until 
Mutual and Complete Disarmament 


of the United States and the role 
it would play in_ global war. 
There is reason to hope that we 
can contain Russia, that we can 
still buy more time, if we are 
willing now to pay the price in 
terms of disruption for a period 
of those pleasant pursuits appro- 
priate to a world at peace. 


Power Alone Will Not Insure 
Peace 


Let us never forget that power 
alone will not insure peace; it can 
only buy us time to develop the 
foundations of peace. Therefore, 
what we do now with the time 
we may buy is all important. If 
we fail to link to our power a bold 
and comprehensive program for 
achieving the peaceful settlement 
of grave international differences, 
we shall be committed to an ar- 


mament race that can have but 
one ending, disaster. That dis- 


aster will be the greater because 
we shall descend into it with all 
the bitterness and self-recrimina- 
tion of a guilty conscience. Poli- 
cies more fundamental than have 
heretofore been advanced must be 
put forward, not as vague ideals 
to be adopted at some wnnamed 
future date, but as goals to be 
achieved soon. It is not time for 
homeopathic doses. The disease 
just won’t wear itself out. 

After long consideration I have 
joined that school of thought 
which holds that there is no dura- 
ble solution short of the mutual 
and complete disarmament of the 
nations now comprising the 
United Nations; and that the time 
to announce Our support of it, as 
the ultimate solution, is now. I 
stress the words “mutual” 
“complete.” I place no trust in 
unilateral disarmament. More- 
over, it must be under an ac- 
cepted world government empow- 
ered to administer the process o! 
disarmament; for efforts hereto- 
fore to civilize war or to attain 
peace by international treaties 
have always failed. Such methods 
as Hague Conventions of 1899 and 
1907, the Naval Disarmament 
Agreement engineered by Charles 
E. Hughes in 1921, and the Kel- 
logg Pact of 1928, have long since 
demonstrated their inadequacy. I 
therefore stress the existing or- 
ganization of the United Nations 
as the only agency available for 
undertaking the task in time. I 
suggest therefore that the United 
Nations turn its attention to the 
rapid accomplishment of com- 
plete disarmament; not merely to 
the abolition of A bombs and H 
bombs. (May I parenthetically 
observe that I am here exnressing 
the general philosophy which is 
most cogently argued in a little 
book by Grenville Clark, entitled 
“A Plan for Peace,” to be pub- 
lished soon and which I commend 
to you.) 


and 


Russia’s Disarmament Preposals 


Realism suggests that the proc- 


ess of universal disarmament 
must necessarily progress by de- 


grees, beginning with the elimina- 


tion of the newest and most 
devastating weapons. The real 
point is that the accepted goal 


must be complete disarmament 
and that, while we are improving 
our military position to meet the 
present crisis, America should 
throw her influence behind dis- 
armament and assert her readi- 
ness to lead. 

I know that mai, sincere pub- 
lic officials who have endured 
prolonged frustration in nerve- 
wracking negotiations with Russia 
will reply that, since our good in- 
tentions have failed in lesser ef- 
forts, they cannot succeed in a 
more revolutionary and compre- 
hensive program. I agree that our 
intention to support a broad pro- 
gram of disarmament should not 
retard for a moment the rapid 
restoration by the Western world 
of a favorable power position. 
But while we are improving our 
power position as a negative re- 
straint on violence, why should 
we not also be developing a new 
positive weapon in the form of a 
great purpose. 

If you object that the proposal 
that universal and complete dis- 
armament is too bizarre to merit 
consideration by responsible 
statesmen, I shall reply in the 
words of George Washington: “Let 
us raise a standard to which the 
wise and just can repair; the rest 
is in the hands of God.” 

One thing is clear. The peoples 
of the world do not want war. 
Increasingly aware, as they are, 
of the human costs of another 
one, are there not grounds for 
hoping that before it is too late 
they can be aroused to demand @ 
lasting solution? And isn’t it bet- 
ter to work and fight in behalf of 
a permanent solution than a 
temporary palliative? One thing 
we can be sure of: that to fight 
and win a war, no matter how 
just the cause or complete the 
victory, brings no enduring peace. 
To contain Russia is wise and 
necessary, but alone it lacks the 
driving force of a profound ideal 
which carries the premise of the 
future we all desire. Heretofore, 
the bold stroke which would 
arouse the spirit of peoples by 
penetrating to the deep heart o# 
our fears and dangers has beez 
absent. To reduce the possibility 
of war Mr. Baruch has wisely 
urged that America declare hes 
peace terms now. I should go 
further by including in such terms 
the extreme proposal of general 
disarmament as the chief function 
of the United Nations. 

As a practical matter, a national 
decision by a strong America in 
favor of disarmament under world 
government would be good psy- 
chological warfare t now. In 
terms of the vision by which men 
and nations live or die, such @ 
stand would cleanse our national 
conscience and renew our aware- 
of the which our 


rig! 


ness mission 


strength lays upon us. 
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Can Capitalism and Communism 


Live Side by Side? 


By JACKSON MARTINDELL* 
President, American Institute of Management 


Pointing out communism is no longer mere theory, Mr. Martin- 
dell says present balance of power struggle is between nations 
and not between ideas and ism’s, and this poses threat of 


maintaining potential to wage 


war indefinitely. Says present 


cause of conflict is not economic, but political and geographic. 
Holds West has self-sustaining economy, but Asia is turning 
to Russia for capital and technical progress. Holds U. S. has 
not invested sufficiently abroad and has thus failed to grasp 
opportunity to spread civilization and its benefits. 


Over a century ago, a French 
visitor to these United States pre- 
which 
In 


dicted the very 
now engages 
closing para- 
graps of the 
first volume of 
his celebrated 
work, entitled 
“Democracy in 
America,”’ 
Alexis de Toc- 
queville 
warned us‘ as 
follows: 

“There are 
at the present 
time two great 
nations in tne 
world, which 
started from 
different 
points but seem to tend towards 
the same end. I allude to the Rus- 
sians and the Americans. Both of 
them have grown up unnoticed; 
and whilst the attention of man- 
kind was directed elsewhere, they 
have suddenly placed themselves 
in the front rank amongst the na- 
tions, and the world learned their 
existence and their greatness at 
almost the same time. 

“All other nations seem to have 
nearly reached their natural lim- 
its, and they have on to main- 
tain their power; but these are 
still in the act of growth. All the 
others have stopped, or continue 
to advance witi extreme diffi- 
culty; these alone are proceeding 
with ease and celerity along a 
path to which no limit can be 
perceived. The American strug- 
gles against the obstacles which 
nature opposes to him; the adver- 
saries of the Russias are men. 
The former combats the wilder- 
ness and savage life; the latter 
civilization with-all its arms. The 
conquests of the American are 
theretore gained by the plough- 
share; those of the Russian by the 
sword. The Anglo-American re- 
lies upon personal interest to ac- 
complish his ends, and gives free 
scope to the ui.guided strength 
and common sense of the people; 
the Russian centres all the author- 
ity of society in a single arm. The 
principal instrument of the for- 
mer is freedom; of the latter, serv- 
itude. Their starting-point is dif- 
ferent, and their courses are not 
the same; yet each of them seems 
marked out by tne will of Heaven 
to sway the uestinies of half the 
globe.” 

Seldom has man _ spoken so 
prophetically. In the century and 
more which have passed since de 
Tocqueville voiced his warning, 
America ai d Russia have emerged 
as the two great powers ot the 
worlad—each controlling virtually 
half of the giobe. What the 
author feared—and what we 
should fear today—was not a new 


political or social form arising in 
Russia, but Russia herself. As he 
predicted, Asian despotism, in 
harness with the natural resources, 
the vast land area, and the count- 
less multitudes of the Orient, 
have created a military and eco- 
nomic system of unparalleied 


problem 


us today. the 





Jackson Martindell 





*An address by Mr. Martindell before 
the 19th Annual Meeting of the Control- 
lers Institute of America, Chicago, IIL, 
Sept. 18, 1950. 


strength. The fact that Russia is 
communistic and we are not is 
relatively unimportant. What mat- 
ters most is that our worid is now 
engaged in a coniest between con- 
flicting powers, in a struggle be- 
tween the two nations whose rise 
to strength de Tocqueville fore- 
saw in 1833. 


Communism Is No Longer Mere 
Theory 


Let us face this squarely. Com- 
munism is no longer a mere theory 
operating in a world of ideas, its 
weapons that of argument and its 
technique that of propaganda 
alone. The theory has now become 
1 political fact, grounded on a 
geographical base. Its main ad- 
herents live within this geographic 


scope. Its weapons are those of 
war; its technique that of con- 
quest. 


A Struggle for Balance of Power 


I repeat: the balance of power 
which we talk about today is not 
between ideas and ism’s. It is 
between nations. between geo- 
graphic, political entities whose 
populations fear each other, dis- 
trust each other—whoseé leaders 
nate each other—and which have 
military potentials to wage war 
almost infinitum. Russia and its 
satellites stand on one side, pos- 
tured for attack: we stand on the 
other, partly absorbed in Korea, 
but with our eyes returning stead- 


ily to the real opponent. We 
wonder whether, and when, he 
will unleash. The rest of the 


world watches us both, fixed in 
deadly fascination. 

We are potentially, if not ac- 
tually, in balance. We could stand 
this way for a long, long time 
and so long as we stay in balance, 
armed conflict between us two 
will be postponed, inevitable 
though it may be in the end. At 
the moment, engaged as we are in 
Korea, we are like the business 
management which has allowed 
outside circumstances to control 
its actions and shape its decisions. 
Through good management of our 
national affairs, we must become 
once more the good management 
which retains the _ initiative—so 
that we can ask, in every exi- 
gency, “Must we do this at all? 
If so, must we do this now?” 

The ordinary concepts of war 
between two great industrial 
powers do not prevail as between 
America and Russia. Neither of 
us can annihilate the other, nor 
could either one permanently 
cripple the other. The resources 
of the United States are over- 
whelming in a war for our de- 
fense. Our natural barriers against 
invasion would stagger the imagi- 
nation of the most ambitious 
enemy. No fleet in the world 
could stage a vital landing on our 
shores. No air arm is great enough 
to invade us successfully from the 
skies. The same is true of Russia. 
Neither of us is a France nor an 
Alsace-Lorraine, susceptible to 
overnight attack, with vital indus- 
trial areas lying between us, ex- 
posed to the first secret blow. 
Militarily, we might as well be 
on separate planets: we are as 
secure from each other’s all-out 
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onslaught as were ancient Rome 
and the Empire cf Cathay. 


Present Causes of War Not 
Economic 

Economically, much the same is 
true. The so-called “economic 
causes of war” do not apply in 
this instance. There is none ol 
the conventional bickering over 
markets and raw materiais. They 
are so incidental to our reiations 
that, if we do fight a war, it wiil 
have to be without thought of 
material advantage for either 
side. 

This aspect is significant: let us 
look into it a little. The man 
the street, and many well-posi- 
tioned business leaders in the bar- 
gain, exaggerate the eco.iomic 
importance of trade between the 
East and West. They teel, for cx- 
ample, that if China disappears 
indefinitely as Our custoiner and 
supplier, we might have to civse 
up shop. They think that if the 
Iron Curtain were drawn asiae, 
Russia and her European satellites 
would buy from us in the billions. 
Let’s take a look at some figures. 

In the typical prewar year— 
before World War I], tnat is—the 
United States exported 15.6% of 
the world’s total exports: she im- 
ported 12.2% of the world’s total 
imports. Soviet Russia's share in 
world trade by contrast, was only 
one percent. She imported little 
and exported less. In 1938, as a 
matier of fact, Russia's entire 
world commerce was only $520,- 
000,000; her exports only $250,- 
000,000. Sears, Roebuck did a 
bigger business than that—-$537,- 
000,000, in 1938! $250,000,000 is 
less than the people of Chicago 
spend every year in Marshall 
Field’s and Carson, Pirie, Scott 
& Co. Far less than the people of 
New York hand across the counters 
in Macy’s and Gimbel’s! 

Of course, Russia was only one 
country in 1938. But even when 
we add in all the exports and im- 


ili 


ports, for that year, of all the 
nations which then were inde- 
pendent and now are Russian 


satellites —- the grand total of all 
their world trade about equals the 
sales of General Motors Corpora- 
tion for 1938! Even including 
China! 

China is worth a separate look, 
because its conditions in the world 
today show how far autarchy has 
progressed in recent § decades. 
Without burdening you with fig- 
ures, let us call off the roll of 
China’s former exports to the 
United States and see what has 
happened to them. Soya, once a 
principal export? We grow our 
own in vast quantities, and now 
export it ourselves. Hog bristles? 
Our brush makers now use nylon 
and other synthetics. Cheap cot- 
ton cloth? It was always low- 
grade and made under sweated 
conditions: we get along perfectly 
well without it, and our labor 
standards are higher because of 
this, Tungsten? We mine it here, 
and there is plenty of the ore in 
other Western countries. Tung oil 
and ground nut oil? Synthetics 
again have replaced the natural 
product. Tea? We consume more 
than ever before, but can buy all 


we want from India. And so it 
goes. 
The two largest exports from 


this country to China during so- 
called “normal” years were canned 
milk and petroleum. We are 
managing to use up the milk our- 
selves, and the same is true of oil. 


China’s foreign trade has been 
largely within the East — with 
Japan, Malaya, India, Indo-China 
and the rest. She can manage to 
get along without us, in much the 
same way that the Russian sphere 
can stay independent of the West. 

In view of such facts, the talk 
we hear daily of restrictions of 
trade within the communist orbit 
is unduly exaggerated. The areas 
of trade in question, and the vol- 
ume of commerce involved, are too 
small for prohibitions within them 
to have an appreciable effect upon 
the foreign commerce of the 


United States, England, France or 
the western world in general. 


Russia’s Communism Does Not 
Affect U. S. Trade 


We can therefore dismiss any 
thought we may have entertained 
regarding the rumous effects of 
Russian Communism upon Amer- 
ica’s foreign trade. If all the 
world’s trade with the Soviet 
sphere were to vanish, the effect 
would be negligible. The average 
person would not even be aware 
that it had vanished. 


We must not make the same old 
mistake, in regard to the East- 
West trade situation, that we made 
regarding Germany between the 
two great wars. As I have pointed 
out elsewhere: 1 

“Within Germany’s borders and 
among the neighbors she domi- 
nated, were shortages of petro- 
leum; inadequate supplies of steel 
and iron; no cotton or natural 
silk; a scarcity of wool; no natural 
nitrogenous fertilizers; no rubber: 
insutficient grains for human con- 
sumption; no cane sugar; few 
animal fats or greases; no coffee 
or tea. Optimists outside the Ger- 
man periphery exulted during 
the Thirties that the Reich could 
not wage war since she lacked the 
essential raw materials and the 
foreign exchange with which to 
buy them. 

“Yet it was only a few years 
before the word ersatz insinuated 
itself into all languages. Ersatz 
tlour, ersatz coffee and ersatz tea 
became staples of the German diet 
; Germany’s lack of natural 
rubber was compensated by the 
production of synthetic. Plastics 
displaced wood in many _ uses. 
Structural steel was economized 
through the use of aluminum and 
magnesium, neither of which are 
encountered in metallic form in 
nature. Nitrates, the inmost heart 
of both the modern war machine 
and the fertilizer industry, were 
extracted not from the ground but 
from the air. Rayons and other 
synthetic fibers substituted for 
cotton, wool and silk. Giass pip- 
ing was introduced extensively to 
serve for scarce and militarily in- 
dispensable iron. Petroleum, the 
most precious of all tne products 
of the earth in this age of auto- 
motives, was obtained through the 
synthesis of coal. 


“This development in Germany 
marked the first time in human 
history that the intellect and in- 
genuity of an entire nation was 
called upon to relieve, by scien- 
tific substitution, a people from 
almost total dependence upon nat- 
ural materials monopolized py 
others. 


“It is interesting to recall how 
(the rest of the world) bemoaned 
this development. Economists of 
all countries claimed that these 
trends were part of a destructive 
autarchy. What they should have 
said was that their concepvion of 
a world market in which raw ma- 
terials garnered on One spot on 
the earth’s surface exchange, as 
though by inflexible law, tor fin- 
ished products fabricated at some 
distant point, was already out- 
moded. They failed to grasp—as 
many of us still fail to grasp—the 
break in historic continuity which 
the coordinated researches of 
German science had _ brought 
about. An epoch had died.” 


Today, gentlemen, we are wit- 
nessing the further progress of 
this independence; through re- 
search and industrial develop- 
ment, of this ability on the part 
of one nation or group of nations 
to become materially and eco- 
nomically independent of the rest 
of the world, That is the position 
of the Western world today, in 


relation to the East. Because oi 
our industrial progress in the 
realm of research, there is no 


strategic raw material not plenti- 
fully available in the Anglo- 
1 “The Scientific Appraisal of Manage- 


ment,”” by Jackson Martindell. Harper & 
Brothers, New York, 1950. 


American economic orbit, with the 
single posssible exception of man- 
ganese. Even rubber, should its 
supply from the Orient be reduced 
drastically or cut olf altogether, 
can be replaced for most uses 
with the synthetics now available. 
West Has Self-Sustaining 
Economy 

The West, in short, if we can 
include in that term the develop- 
ing areas of the British Empire, 
is a self-sustaining economy. It 
is not dependent upon the Com- 
munist land areas tor any truly 
significant article of commerce. 


The reverse is also true.. The 
Communist areas ot the globe, 
now stretching trom the Oder to. 


the Pacific, require no appreciable 
trade with us for the successful 
operation of their economies. The 
world is divided into two wholly 
autarchical areas which. as I said 
before, might just as well be on 
different planets so tar as their 
interdependence is concerned. 

It might be thought. then, that 
frictions between the two groups 
could not easily lead to war. Un- 
fortunately, the absence of fear 
over permanent materiai loss from 
a prolonged and destructive con- 


flict 1s a counter-balance to the 
lack of hope for material gain 
from such a war. Deteat for 
either contender need not mean 
that the deieated nation will be 
separated permanently from its 
raw materials or its industries 
which are indispensable to its 
prosperity. Victory will not in- 
crease the economic potential of 
either side—but defeat will not 
necessarily be as ruinous as it 


proved in Europe’s wars. Autarchy 
robs victory of its laurels and de- 
feat of its sting. 
U. S. and Russia Potentially In 
Balance 

Why, then, do we and the Rus- 
sians posture and plan tor war? 
Because we are potentially in bal- 
ance-—and because balance, in the 
sense of military balance of power, 
means that we have to thrust at 
one another in order to retain our 
relative positions. This balance is 


not static, nor can it be. We 
maintain it only by expanding 
and developing: by gzrowth to 
match the other’s growth, Some- 


times there even have to be out- 
breaks and conflicts on the outer 
edges, just as Great Britain fought 
countless “border wars’ to keep 
herself and the rest ot the world 
peaceful. 


In the last analysis. power is 
weakness until expressed. It is 
tentative, questionable. an un- 
measured quantity, until tried in 
an actual contest between con- 
tending parties. This is the ver- 
dict of history. A balatice of power 
is nothing more nor less than 
armed forces poised at specified 


places confronting potential ene- 
mies, in the knowledge that a 
single step forward might bring 
war, and that a single step back- 
ward mey bring the threat of ruin. 
There can be no balance of power 
until each nation in balance 
has tested its opponent's willing- 
ness to fight, and has learned just 


+i a 
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how far it can go in ever-de- 
creasing safety until that safety 
vanishes in the clamor of war. It 


is on a descending calculus of the 
possibility of peace, on our ascend- 
ing calculus of the chance of war, 


that the balance of power is 
reached. Ultimately, history tells 
us, it is overpassed—and then 


comes convulsions (which we call 
war) which last until a new bal- 
ance has been reached—usually 
between two other patties. 





This explains Korea. as it also 
explains Greece—and as it will 
explain future conflicts which 
will be thrust upon us in our role 


as a Great Power—as one of tne 
two Great Powers which now are 
balanced, one against the other. It 
also explains a lot of other things, 
such as why we must keep our- 
selves armed and invincible, and 
why we must—at the same time— 
cement our friendship with all the 
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people of the world who do not 
side in with the Russians. 


We cannot win them over by 
shouts or threats, or by merely 
preaching about our democracy 
and how much better it is than 
the other fellow’s peculiar brand 
of politics. The world is more in.- 
teresied in our deeds than in our 
salesmanship. The vanishing of 
empires—British, French, Dutch— 
has resulted in a vacuum. India 
is incapable of filling it. England 
woulu if she could, but she cannot. 
We have not convinced the worid 
that we can, or wish, to fill it. 
The natural result is what we are 
now experiencing: Asia is turning 
her eyes to Russia as the source 
of capital supply, of trained tech- 
nicians, of new investment and 
of a permanent and expandea 
business relationship, 


Have We Invested Enough 
Abroad? 


We Americans boast of our risk- 
taking ability, of our pioneering 
character. But the record of in- 
ternational financing does not 
bear us out—and the rest of the 
world knows the truth. For ex- 
ample, we point with pride to the 
fact that between 1919 and 1930 
the United States provided $11,- 
600,000,000 to foreigners by way 
of subscriptions to new foreign in- 
sues and in new _ investments 
abroad. But during those same 
years $3,300,000,000 flowed back 
to this country in amortization 
and retirement of these long-term 
funds. By 1939, in fact, the United 
States was a creditor on long- 
term account to the extent of 
$4,500.000,000, or not much more 
than one-third of long-term capi- 
tal exports between 1919 and 1930. 
Even this figure was offset by a 
$2,600,000,000 debit on short-term 
account leaving net United 
States investments throughout the 
world at less than $2,000,000 ,000— 
at $1,800,000,000, as a matter of 
fact. 

In other words, at the end of 
21 years—the most crucial years 
in modern times and the period 
of United States supremacy—our 
investments abroad, net of foreign 
investments here, had declined by 
$1,90U,000,000. If it is argued that 
a net position is not truly indica- 
tive, let me reply that, on long- 
term account aione, U. S. invest- 
ments abroad had been $4 billion 
in 1919 and were only $500 million 
higher in 1939. 

Is this the 


action of a risk- 
taking nation’ It seems to me 
that it is not. Like the British, 
who stood supinely while their 
cotton and coal trades dwindled, 
while her shipping rusted at her 
quays, and while her young men 
sought safety at home instead ol 
careers, fortunes and creative lives 
abroad, we have failed in our 
generation to keep faith with our 
destiny. We have been afraid to 
take the risks our forefathers 
took—and took for granted. This 
is the basic economic aspect of the 
war which perhaps now impends. 
We have failed to send our money 
and our skilled young men to 
build up industry in the Orient. 
Britain has skilled young men to 
build up industry in the Orient. 
Britain has withdrawn her men 
and her money. Hence the vacuuni 
that has been created. 


We are now paying for the 
failure of western, democratic 
capitalism to spread its advaritages 
and methods to the more back- 
ward areas of the world. The past 
60 years have witnessed a slowing 
down of the rate of actual foreign 
investment in new enterprises in 
these backward areas. To put it 
more properly, there has occurred 
a sort of systematizing of invest- 
ments abroad, with capital flow- 
ing almost solely to areas of 
proven profitability within a nar- 
row geographic scope. Conse- 
quently, we have witnessed a 
rapid and almost continuous rise 
in industrial activity and living 
standards in such areas as South 
Africa, India and Canada — but 


simultaneously we have witnessed 
an actual decline in the living 
standards of China, Central Africa 
and the Eastern Mediterranean 
basin. With this has been a purely 
exploitative development of the 
Near East, the East Indies, the 
French, Dutch and Belgian Em- 
pire regions, and of many of the 
countries of South and Central 
America. 


In short, from 1890 until the 
present time, we of the West have 
proven ourselves shortsighted and 
unwise. We were possessed of 
resources ample enough to set in 
motion a continuous and profit- 
able upward spiral of economic 
achievement in any populated 
area of the world blessed with 
natural resources. We had the 
opportunity, unexcelled in history, 
to spread our civilization and its 
benefits, and we let it go by. 

That opportunity, thank Heaven, 
is not gone forever. We still have 
it in our power, financially and 
ecoomically, to make up lost 
ground. The undeveloped portions 
of the earth which still lie un- 
grasped by Russia need our help 
and will welcome it. We have 
more than enough means to ren- 
der this assistance, and we have 
the economic and technical know- 
how to do it successfully. Doing 
so is part of the “White Man’s 
Burden,” 1950-style. If we do it 
rightly, we will profit in the end 
—and the chance of our deferring 
the final show-down with Russia 
will be vastly improved, 

But there is more to this than 
economics. Russia has gold; Rus- 
sia has technicians and scientists 

-some of the best in the world. 
Russia does not have to rely on 
individual investors to send money 
around the globe: the Kremlin 
holds the purse-strings and can 
open or close them in conformance 
with national policy. Russia has 
all these things, and more. But 
we have something that Russia 
once had, but lost—a Something 
that dwarfs all the rest, and 
which may solidify the balance of 
power in our favor until such 
time as balances of that sort no 
more are needed. 

I refer to the spirit of religion 
—the Christianity, once so bril- 
liantly vivid in Moscow and St. 
Petersburg. even during the Mon- 
gol oppression, which is no 
longer an “official” part of Rus- 
sian living. Without religion, even 
the greatest conquerors must per- 
ish, and their conquests disappear 
into the grave. Because it is un- 
godly, Russian strength and ag- 
gressiveness may prove our Salva- 
tion, rather than our downfall. 
Nothing could serve so well as 
Russian absolutism, or as Com- 
munist unmorality, to put us on 
our guard and to revive in us the 
strength that comes from within. 

We are, and claim to be, a 
Christian nation. But the essence 
of our Christianity will not be 
found in lip service. It lives and 
has its being in our daily conduct 
with each other, both here at 
home and in international rela- 
tions. Every nation that has en- 
dured has been animated by a 
great religion—and of the eight 
great religions in the world today 
(each one of which has devout 
followers among our citizens) 
every single one is based upon 
the elementary truth of the Gold- 
en Rule. Seven sets of sacred 
writings underlie these eight re- 
ligions, and in these seven works 
the Golden Rule is reterred to 13 
times. In our own Bible it appears 
twice in the Old Testament and 
four times in the New. 

In the opportunity which now 
awaits us to combine our mani- 
fold natural and human resources 
with the spiritual resource of the 
Golden Rule lies our best hope 
of peace. 

The peoples of the earth have 
known no such leadership for cen- 
turies. We alone can give it to 
them. We can save them from 
their fears of conquest—once we 
learn to condguer Ourselves. 
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Alfred T. Krook John W. McKee 


Stone & Webster, Incorporated, 
announces the formation of a 
Canadian subsidiary, Stone & 
Webster Canada Limited. The 
Canadian company, with present 
offices at 50 King Street West, 
Toronto, Ont., has been organ- 
ized for the purpose of making 
the services of the whole Stone & 
Webster organization available to 
Canadian industry. 

Alfred T. Krook, previously 
district manager of the Stone & 
Webster Engineering Corporation 
for the southwestern area, with 
headquarters in Houston, Texas, 
has been named President of the 
new company. John W. McKee 
of Toronto is Chairman of the 
Board of Directors upon which 
are serving Whitney Stone and 
Philip B. Scott of New York, as 
well as prominent citizens of the 
Dominion, including Hon. G. 
Peter Campbell, K.C.; William 
Eric Phillips, C.B.E., D.S.O., M.C., 
also of Toronto, and Hartland De 
M. Molson, O.B.E., of Montreal. 

In recent years, in addition to 
their work in this country, the 
Stone & Webster Engineering 
Corporation and E. B. Badger & 
Sons Company, of Boston, process 
engineers, whose facilities were 
added to the Stone & Webster or- 
ganization in 1948, have completed 
important projects in the United 
Kingdom and in Canada. These 
included major chemical and 
petroleum plants for the Anglo- 
Iranian Oil Company, Ltd., in 
England and the middle East and 
large installations in the Domin- 
ion for the Polymer Corporation, 
the Marathon Paper Company, 
Lever Brothers, the Ontario 
Hydro-Electric Power Commis- 
sion and the Sick Children’s Hos- 
pital of Toronto. In addition, 
assistance has been rendered to 
interests engaged in planning the 
exploitation of the vast iron ore 
reserves of Labrador, as well as 
to companies developing the oil 
and gas resources of western 
Canada. 

The Stone & Webster manage- 
ment, presently headed by Whit- 
ney Stone, President, and son of 
one of the original founders, 
stated that the creation of Stone 
& Webster Canada Limited will 
increase the ability of the entire 
Stone & Webster organization to 
serve Canadian industry. 


Chicago Analysts to 
Hear J. K. Langum 


CHICAGO, Ill.—John K. Lang- 
um, Vice-President of the Federal 
Reserve Bank of Chicago, will ad- 
dress the Sept. 29 luncheon meet- 
ing of the Investment Analysts 
Club of Chicago to be held at the 
Georgian Room, Carson Pirie 
Scott & Co. Mr. Langum’s subject 
will be “Current Problems of 
Monetary Management.” 


With Minneapolis Assoc. 


(Special to THe FINaNcIAL CHRONICLE) 
MINNEAPOLIS, Minn.—Alfred 

J. Larson is now affiliated with 

Minneapolis Associates, Inc., Rand 


Tower. 


(1207) 2% 











Public Utility Securities 











By OWEN ELY 
Pacific Power & Light Company 


American Power & Light Co. sold its entire holdings of com- 
mon stock of Pacific Power & Light Co. to an investment group 
headed by Bear, Stearns & Co. and A. C. Allyn & Co. for 
$16,125,000 on Feb. 3, this year, after spirited bidding by com- 
peting groups, to meet a tax deadline for the sale. Earlier bids 
were rejected by the SEC on the ground that competitive condi- 
tions had not been maintained during negotiation, and a final 
competing bid by Allen & Co. was also rejected. 

A controversial question during this bidding period was 
whether Pacific Power & Light would continue under private 
management, or be resold to public utility districts. A provision 
of the final sale agreement gave the purchasers authority to 
dispose of certain parts of the property to public ownership inter- 
ests, but they have not availed themselves of this proviso. Oppo- 
sition has been expressed in some utility quarters to proposed sales 
to PUDs. 

} Later the company’s 500,000 shares of common stock was split 
3%2-for-1, making the present number 1,750,000. On this basis the 
syndicate’s cost ver share approximated $9.20 a share. Recently 
the syndicate decided to sell the stock (or at least a major portion 
of it) to the public, and Lehman Bros., Union Securities Co. ané 
Dean Witter & Co. are undertaking to form a group to market 
the issue. Details of the offering have not yet been published, 
and the sale is, of course, subject to SEC clearance. 

The company supplies electricity and some miscellaneous 
services to a wide territory in the Columbia River Valley in 
southern Washington and northern Oregon. Some 90 communities 
are served at retail, including Yakima, Walla Walla, Dayton and 
Sunnyside in Washington; and Portland, Astoria, Bend, Pendle- 
ton, Dallas, Rainier, and Hood River in Oregon. (However, the 
major portion of domestic and commercial consumers in Port- 
land are served by the non-affiliated Portland General Electrie 
Co.) Water is retailed in one community, and central steam- 
heating service is supplied in Portland and Yakima. The totak 
population of the area served is estimated at 800,000. About 93% 
of revenues are electric, 5% water and steam heating, and 2% 
office rentals. 

Principal industries in the area include flour and feed milly 
sawmills and logging operations, woolen mills, pine and paper- 
box factories, ice manufacturing plants, fruit and meat cold stor- 
age, packing plants, canneries and dairies Electric revenues are 
49% residential and rural, 30% commercial, 18% industrial and 
3% miscellaneous. Paper mills are the largest industrial cus- 
tomers, accounting for one-quarter of industrial revenues or 4% 
of total revenues. 

In the 12 months ended July 31, 1950, the company generated. 
52% of its power requirements (a larger proportion than usual} 
and nurchased the remainder. Capacity (name-plate rating) is 
126,000 hydro, 53,000 steam and 1,000 diesel. Steam plants are 
fairly old, and in the calendar year 1949 only about 10% of gen- 
erated electricity was obtained from these units. 

The company’s main power system forms an integral part of 
the inter-connected Northwest Power Pool, which was created 
to assure the most effective use of all power resources in the 
Pacific Northwest. It consists of the systems of eight private 
electric companies operating in Oregon, Washington, Idaho, Mon- 
tana, Utah and British Columbia, the municipal systems of Tacoma 
and Seattle, and the Federally-operated Bonneville, Grand Coulee 
and Fort Peck systems. Most of the company’s power has been 
purchased under contract from Washington Water Power, a former 
affiliate, although it was obtained from various sources including 
Bonneville. 

Since the company is not adding to its production facilities 
in any substantial way, the construction programs, estimated at 
$6.4 million for 1950 and $5.— million for 1951, are principally 
for distribution and transmission facilities. The company does 
not expect to do any additional financing in 1950 ($9 million first 
3s due 1980 were sold April 20) but about $3 million in new 
capital may be required in 1951. 

The approximate earnings record has been as follows, with 
adjustments for the merger with Northwestern Electric Co. im 
1947 (000s omitted): 











Balance for 
Common 
Dividends 

$2,612 
1,77€ 
1,096 


Net 
Income 


$3,062 
2,226 
1,547 
1,839 


Net Oper. 

Revenue 

$4,436 
3,677 
2,920 
3.561 


Revenues 
$18,204 
17,464 
16,046 
15,645 


12 mos. ended July 31, 1950-- 
Calendar year 1949_- 
1948__ 
1947__ 
1946_- 14,301 3,718 1,637 
1945__- 13,499 3.262 1,194 

In the calendar year 1949, depreciation and maintenance ap- 
proximated 14.5% of revenues after deducting the cost of pur- 
chased power. 

In the 12 months ended July 31, 1950, earnings approximated 
$1.49 a share on the common stock. Adjustment of Federal income 
taxes to a 42% basis would reduce earnings about 9 cents, and 
with a 45% basis about 16 cents, it is estimated. However, further 
improvement in earnings reflecting improved hydro operations 
might cancel part of this reduction. No estimate is available as 
to potential effects on earnings of excess profits taxes (which 
Congress proposes to enact later this year, or early in 1951), 
including probable retroactive application to part of the year 195@ 

Dividends have been initiated at the annual rate of $1.10 a 
share on the common stock. 
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Mobilizing for Freedom 
On the Non-Military Front 


By CARL BYOIR* 
Carl Byoir & Associates, Inc. 


Mr. Byoir asserts in espionage and propaganda Communists 
are greatest masters in world’s history, while we remain most 
amateur. Maintains we must have program and plan in addi- 
tion to words to win minds of peoples. Calls on labor leaders 
to place patriotism above group objectives and organize cam- 
paign to insure war effort against strikes and slowdowns. 


The struggle for the preserva- 
tion of liberty on this earth is 
being fought on two fronts. 

The war on the battlefront re- 
quires a tre- 
mendous 
mobilization 
of men and 
materials. The 
discussion of 
that is better 
left to our 
military and 
naval experts. 

The second 
front the 
struggle for 
the minds ol 
men. In the 
next year or 
two we will 
find out 
whether we in America must fight 
the war egainst dictatorship alone 
or whether we will have effective 
allies among all the free people 
of the world. And perhaps even 
more important than that, 
whether we will have effective 
allies among the hundreds of mil- 
lions of people who now live in 
slavery in dictator countries. 

I have to say to you that in the 
fields of espionage and _ propa- 
ganda the Communists are the 
greatest masters in the history of 
the world and we are, perhaps, 
the most amateur. It is no exag- 
geration to say that the Russians 
can pinpoint every factory in the 
United States capable of produc- 
ing munitions of war and I 
wouldn’t be surprised if they 
could even supply an inventory of 
every tool machine in this coun- 
try, including those in our atomic 
energy installations. 

In the field of struggle for the 
minds of men, they have created 
the greatest propaganda machine 
in all history. We have created 
almost nothing. I admit we suf- 
fer great handicaps. 


is 


Carl Byoir 


Handicaps of Democracy 


Suppose, for example, we de- 
cided on a propaganda campaign 
in Malaya. We would have great 
difficulty in finding even one 
trained publicist familiar with the 
history and aspirations of the 
Malayan people and capable of 
understanding the impact upon 
them of the great forces at work 
in the world of today. Suppose 
we found such a man: What 
would be the chances of our find- 
ing one who in addition spoke 
the language of Malaya or under- 
stood the history and aspirations 
of its people? 

On the other hand, for 32 years 
the Russians have been carrying 
on great training schools for 
propagandists, not only in Moscow, 
but throughout the world. Long 
ago they will have trained at least 
500 Russians for work in Malaya 
and many of them will have lived 
in that country for 20. 25 or 30 
years. 

In addition, through the years 
they have brought Communist 
leaders from Malaya to Moscow 
for indoctrination. 

Beyond that, there are probably 
50 or 100 thousand native Ma- 
layans who are already Commu- 
nists. Among these they will find 
competent newspapermen, radio 


*A talk by Mr. Byoir before the 315th 
Regular Meeting of the National Indus- 
trial Conference Board, New York City, 
Sept. 20, 1950. 


commentators, authors, play- 
wrights, actors, lawyers—in a 
word, all of the raw material they 
need for a propaganda campaign 
that will include few mistakes due 
to unfamiliarity with the coun- 
try. 

. Our Efforts Childlike 

I say to you, and believe me it 
is not said in mock modesty, that 
I have devoted most of my adult 
life to the study of propaganda. 
I compare with the Russians as an 
eight-year-old school boy com- 
pares with Einstein in mathe- 
matics. The State Department 
propagandists are yet unborn. 

The Russians know the im- 
portance of propaganda because in 
32 years they have conquered a 
third of the world by capturing 
the minds of men. 

We now are faced with the ne- 
cessity of initiating a great and 
realistic campaign to persuade all 
the peoples of the world, includ- 
ing people in our own country 
and the people behind the Iron 
Curtain, that they must join in 
the great struggle for the preser- 
vation of liberty. 

If we want the support of the 
free governments of the world to 
the extent of more than a few 
hundred thousand sulpha tablets, 
we must realize that these gov- 
ernments, like our own, are 
responsive to their people. 

We should appropriate imme- 
diately at least $100 million for 
this purpose. 

We should send trained mis- 
sions to these countries to tell the 
American story and to discredit 
the Communist story in every 
medium of communication. 


We should bring here from 

those countries leaders of thought 
—newspaper, magazine and radio 

men—and acquaint them with 
America’s peace aims. 

We must penetrate the Iron 
Curtain so that war efforts in 
dictator countries will be faced 
with internal strife, failure by the 
civilian populations to support the 
armies in the field and perhaps, at 
last, even revolution. 

The “Iron Curtain” is only a 
master simile thrown off the mind 
of Winston Churchill. 


Actually, we do not penetrate 
it because we attempt to beam 
our millions of words through a 
barrage of interference to millions 
of nonexistent radios and, at the 


most, to a few thousand equipped 


to receive short-wave transmis- 
sion. To be caught listening to 
one of these broadcasts means 
death. 


It is possible to deliver to tens 
of millions of people behind the 
Iron Curtain news and pictorial 
publicity at only a slightly higher 
cost than our post office delivers 
the airmail here in America. 

In the First World War we de- 
livered these messages not only to 
the civilian population of enemy 
countries, but even to the armies 
in the field. The methods are 
tested, proved, and they will work 
again. 

Words Not Enough 


But we cannot win the minds of 
the people of the world with 
words alone. We must have a 
program and a plan. 

First of all, we must create a 
new concert of nations which does 
not include the aggressors. We 
cannot achieve the moral and 


The 


spiritual leadership of the world 
by association with criminals. 

In the United Nations we gave 
Russia two votes and a veto. Just 
today the votes for dictatorship 
have grown to 16 and our own 
Secretary of State has announced 
that we would not veto the admis- 
sion of Communist China. 

Here at home we did not get 
rid of the Capones and the Dil- 
lingers by creating an organiza- 
tion of decent people to abolish 
murder, kidnapping and bootleg- 
ging and include murderers, kid- 
nappers and bootleggers and give 
them the power to veto. 

I cannot recall that Christ cre- 
ated a commission for the cleans- 
ing of the Temple and gave the 
Pharisees two votes and a veto. 


Peace Palace Has Supplanted 
Manger 

We have built here in New 
York City a great 65-story build- 
ing for world peace. May I re- 
mind vou that the Prince of Peace 
was born in a manger? Four 
men of good will could sit down 
in a stable and guarantee the 
peace of the world for a hundred 
years, but one of the four men 
has given ample evidence that he 
does not want peace and that he 
will not agree to peace. 

Nevertheless, I think it is nec- 
essary to make one great, last 
moral gesture in the’ present 
forum to persuade all the peoples 
of the world that America wants 
peace and that we are willing to 
make sacrifices for peace com- 
parable to the sacrifices which we 
must make for war. 


Things to Do 


If we could bring ourselves to 
spend half the money and per- 
suade the other peace-loving na- 
tions of the world to spend half 
the money that we spend on 
armaments On a great program to 
bring up the living standards of 
the world, war might be forever 
banished from this earth. 

The conditions of such an offer 
would be effective international 
control and inspection to prevent 
national arming for purposes of 
aggression of any nation, and es- 
pecially to guarantee the con- 
version of the use of atomic 
energy for life instead of for 
death. 

If the Russians refused our 
offer, we would in an instant 
have made clear to all the rest of 
the world that America stands for 
peace and that Communism 
stands for war. 

When Senator McMahon put 
forth such a proposal I think he 
was greatly misunderstood be- 
cause neither statesmen nor 
people took time really to under- 
stand him, or failed to realize that 
the failure of its acceptance would 
constitute almost as great a vic- 
tory as acceptance itself. 

Such a declaration would give 
us a program. We would have an 
idea to sell to the people of the 
world that would give us a moral 
and spiritual leadership that is 
necessary for victory in this crisis. 

I would like to see the 150 
thousand lawyers in this country, 
who have been specially trained 
to understand arguments and to 
be persuasive, organized into a 
great speakers’ bureau to tell our 
own people what the issues are 
and what we must do and what 
sacrifices we must make for vic- 
tory. : 

I would like to see all the 
foreign-born in this country, par- 
ticularly those who have come 
here from countries now behind 
the Iron Curtain, organized into a 
great propaganda machine. Many 
of these people would willingly 
lay down their lives in the effort 
to achieve freedom for the slaves 
behind the Iron Curtain. 


Labor Must Cooperate 


I would like to see the leaders 
of labor, who _ put patriotism 
above the immediate objectives of 
a group, organized to carry on a 
great campaign to make sure that 
our war effort is not hampered by 
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strikes, slowdowns or other labor 
troubles. 

These are only a few of the 
things that we can do if we really 
put our minds to the tasks of 
matching and over-matching the 
great campaign of misrepresenta- 
tion and confusion which the Rus- 
Sians have carried on here and 


throughout the world. 


Geo. Eustis & Co. to 
Acquire Business of 
Weiss, Work & Go. 


George Eustis Willard C. Weiss 


Robert Weiss Joseph R. Work 


CINCINNATI, Ohio—The busi- 
ness of Weiss, Work & Co. Inc. 
investment firm will be acquired 
by the firm of Geo. Eustis & Co., 
Traction Building, efiective Oct. 
1 1950, it was announced by 
George Eustis, President. The 
name and corporate structure of 
Geo. Eustis & Co. remain un- 
changed. 

Willard C. Weiss and Joseph R. 
Work were elected Vice-Presi- 
dents and Robert Weiss was 
elected Assistant Secretary of 
Geo. Eustis & Co., ail of them 
were officers of Weiss, Work & 
Co. Inc. 

Willard C. Weiss has been en- 
gaged in the investmeut business 
for the past 40 years. He is Chair- 
man of District 10 National Asso- 
ciation of Securities Dealers, 
member of The Cincinnati Stock 
and Bond Club, member of The 
Nationa] Security Traders Asso- 
ciation, member of The Bankers 
Club, director of Sorg Paper Co., 
director of Vulcan Corporation 
and director of 220 Bagley Cor- 
poration, Detroit, Mich. 

Mr. Work, who has a wide ac- 
quaintance in financial and busi- 
ness circles, entered the invest- 
ment businessein 1924 after grad- 
uating from e»*Miami University 
where he majored in business ad- 
ministration. 44 is a member and 
Past President*of The Cincinnati 
Stock and Bond Club, member of 
The National “Securities Traders 
Association, amd member of The 
Bankers Club. 


Mr. Weiss and Mr. Work were 
partners of J. S. Todd & Co. which 
firm was succeeded by Weiss, 
Work & Co. in 1945. 

Robert Weiss has been engaged 
in the investment business since 
1936 after graduating from the 
University of Cincinnati wnere he 
majored in administra- 
tion with the exception of about 
three years spent overseas in the 
U. S. Army. He trustee and 
member of The Cincinnati Stock 
and Bond Club and a member 
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The National Securities 
Association. 

Organized in 1862, Geo. Eustis 
& Co. is the oldest investmeiit 
concern in Cincinnati and one of 
the oldest in the middlewest. Tlie 
officers of the consolidated com- 
pany will be George Eustis, grand- 
son of the founder, President; Lee 
R. Staib, Vice-President and Sec- 
retary; Joseph H. Vasey, Vice- 
President and Treasurer, Willard 
C. Weiss, Vice-President; Joseph 
R. Work, Vice-President; an: 
Robert C. Weiss, Assistant Secre- 
tary. The firm is a member of 
The Cincinnati Stock Exchange 
and The Midwest Stock Exchange. 


Arcturus Electronics 
Stock Publicly Offered 


Gearhart, Kinnard & Otis, Inc. 
are offering 50,000 shares of 6% 
convertible preferred stock (par 
$5) and 100,000 shares of class A 
stock of Arcturus Electronics, Inc. 
in units of one share of preferred 
and two shares of class A stock at 
$5.20 per unit. In the event that 
the underwriter does not sell at 
least 25,000 units of these secu- 
rities within 60 days from the date 
of the initial public offering, or 
within such further period as the 
company may approve. all 
shall be cancelled. 

If and when the proceeds are 
realized from the sale of such 25,- 
000 units, approximately $75,000 
will be used for construction and 
purchase of new machinery and 
equipment to manufacture tele- 
vision picture tubes, $25,000 will 
be applied to repayment of ad- 
vances made to the company by 
Morris H. Cohn, President, and 
the balance, if and when realized. 
will be used to provide additional 
working capital. 

Arcturus Electronics, Inc. man- 
ufactures and sells both round 
and rectangular Cathode - Ray 
tubes, popularly known as tele- 
vision picture tubes, used in tele- 
vision receivers. The manage- 
ment of the company believes 
that Cathode-Ray tubes in the 
class manufactured by it are also 
used for such military uses as 
radar and sonar. As of Sept. 20, 
1950 the company had not re- 
ceived any orders for the produc- 
tion of tubes for military pur- 
poses. The management believes 
that the company can readily con- 
vert its plant and facilities to 
war production at reasonable con- 
version costs. 


Cement Production 
Up in California 


Dept. of 

Mines, 
Industry Surveys, the 
production of cement in the State 
of California was up 11 for the 
7 months ending July, 1950, com- 
pared with the like period last 
year. 

For the month of July, 1950, 
production was up 18°, compared 
with July, 1949, while shipments 
were up 25%, compared with 
July, 1949. 

Riverside Cement Co., the 
largest producer in Southern Cali- 
fornia, earned $1,619,105 net in 
1949, equivalent to $3.70 per share 
on the “B” stock, disregarding ar- 
rears on the “A.” It is understood 
that the company has in 1950 com- 
pletely paid off the bank loan, 
originally as high as $3'2 million. 
This sum was part of a $6 million 
expansion program, commenced 
in 1946 and completed in 1948. 

According to Lerner & Co., 10 
Post Office Square, Boston, Mass., 
earnings to the “B” stock for 1950 
should be better than $4 per share. 
This calculation based 
allowance for current di 
$1.25 per share to the “A” 
on which at present there 
arrearage of $18.37 per shar 
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Investment and the 
Business Outlook 


made because some insurance men 
—happily, not in the field of fra- 
ternal insurance—have suggested 
that certain basic conflicts are in- 
herent in them, especially in re- 
cent years. As you will note, this 
talk today is based on the convic- 
tion so well expressed in the bat- 
tlecry of Alexander Dumas’ im- 
mortal “Three Musketeers”: “All 
for one; and one for all!” 


Props to Business Activity 

At the end of last March, Doctor 
Nourse said that the prevailing 
high rate of business activity was 
supported by four props, namely, 
the G. I. insurance refund, the 
increases in consumer credit, the 
increases in mortgage credit, and 
high rate of capital goods spend- 
ing by government and industry. 
Why Doctor Nourse, who is one of 
Our most distinguished agricul- 
tural economists, did not add agri- 
cultural price supports to his list 
of props, I do not know; but I 
hereby remedy the omission! 

Other than the G. I. insurance 


refund—which, however, will be 
with us again in reduced form 
next year—-these props are still 


with us. It follows that what hap- 
pens to them will have a very 
important effect on the economy. 

Since March, consumer credit 
has continued the most rapid in- 
crease in its history until it has 
passed the S20 billion mark; but 


now, it will be regulated. So far, 
the regulaiion promises to be 
quite mild. It will, however, un- 


doubtedly stop the upward trend, 


and may even cause a moderate 
decline in volume. As this type 
of credit is in the front line 


trenches of the price battle, this 
regulation will have more than a 
proportionate effect on price pres- 
sures. 

Likewis since March, mort- 
gage cred has continued the 
sharpest upward trend in its his- 
tory. Put on a quantitative basis, 
home mortgage loans made by all 
lenders in ihe first six months of 
this year exceeded $6.5 billion. As 
a result, by the end of June, total 


home mortgage debt reached a 
new peak of more than $40 bil- 
lion. This is more than double the 
home mort¢eage debt at the end of 
World War Il. That’s a_ real 
*]-e-a-n” on the “old homestead”! 
The implications, I am sure, are 
obvious to this audience of ex- 
perts. 

Increased down payments and 
other credit curbs which have 
been announced are rather mild. 
So far, they have had little effect. 
The newly formed National Pro- 
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duction Authority, however, esti- 


mates that credit restrictions and 
shortages of such materials as 
lumber, copper, zine, iron and 


steel will cause a cutback of 400,- 


000 single dwelling units in 1951. 
To get prop perspective on this 
great reduction, please remember 
that 839.000 single dwelling units 
were started in the first seven 
months of this year. This means 


that a decline of 400,000 units in 


1951 would bring the home con- 
struction level back approxi- 
mately to that of the 1,025,000 
units start in 1949, which was a 
peak construction year. Thus, 
while the reduction is large and 
will relieve a great deal of the 
pressure acainst the prices of cer- 
tain materials. it still leaves home 
construtcion at a very high level 

avd the reduction is to be in 
1951! 


Additional Capital Outlays 


On t ital outlay side, the 
Securitie 1 Exchange Commis- 
sion rep¢ that, as a result of 
the Kore: developments, capital 
exnenditurs planned for 1950 
hav ist from $16.1 billion to 
$17.9 | In particular, esti- 








mates for the second half of this 
year are now put at $9.8 billion, 
as compared with an actual outlay 
of $9 billion in the same period of 
last year. In this connection, it 
should be kept in mind, also, that 
the Defense Production Act places 
at the President’s disposal another 
$2 billion, which can be used in 
part for loans to expand defense 
industries. 

Farm marketing receipts are 
now estimated at $27,500,000,000, 
an increase of $2,500,000,000 from 
the April forecast. This is con- 
crete evidence that the _ inter- 
national political uncertainty, con- 
siderable speculation and = un- 
seasonable weather for certain 
crops have, at least temporarily, 
bailed out the badly bogged down 
agricultural price support pro- 
gram. The “Great Glut” that 
‘Life’ and other magazines were 
deploring in feature stories at the 
beginning of the summer has been 
succeeded by a widespread public 
fear of shortages. 

In terms of physical quantity, 
the harvest is estimated at 125% 
of the 1923-1932 average. In fact, 
despite. acreage and production 
restrictions, it is higher than any 
harvest before 1946 and _ only 
moderately below the peak of 
1949. This “bullish” agricultural 
outlook is stressed because of tne 
close correlation between farm 
prosperity and high-level demand 
for manufactured goods. 


“Managed” Economic Expansion 


Back of all of these “props” and 
far more important than any, or 
all of them, is the philosophy of 


“managed” economic expansion 
which the President «and his 
Council of Economic Advisers 
have embraced. The New York 
“Times” of September 12 quoted 
Keyserling’s view on-the burden 
of further tax increases as fol- 
lows: The genius of—American 
production should increase this 


country’s output in five’ years to 
the $350,000,000,000 mark. Then 
we will be able to bear the burden 
out of present production and ex- 
pand our industrial plant to sus- 


ain basic civilian needs.” That 
speaks for itself! 

Now, you’ undoubtedly” will 
agree with me that what they 


really have in mind is controlled 


inflation—and you doubtless also 
share my misgivings as to the 


of controlling such a 
virulent economic disease. But, 
our reaction is beside the point: 
they are actively engaged in the 
expansion program. To the extent 
that Consress permits—and I have 
seen little concrete evidence ol 
any “hold the line” policy in those 
great legislative halls, despite a 
great deal of lip service in that 
direction — we are on our way. 
“Cold” war or “hot”? war, we are 
going to have “guns and butter” 
too! 

Lest you think this is a politi- 
cal speech, let me give you just 
one over-all specification. In the 
fiscal year 1950, about $12,000,- 
000,000 was distributed to indi- 
viduals by the Federal govern- 
ment in the form of Social Se- 
curity benefits, unemployment 
payments, veterans’ pensions and 


possibility 


subsidies to farmers and others, 
for which no productive service 
was rendered. In addition, the 
states spent about $1,500,000,009 
for which no service was per- 
formed. Thus, nearly 25% of all 


government receipts in fiscal 1950 


went for welfare: and this, with 
tussia “throwing her weight 
around”! 

In his 19590 message to Congress 
President Truman said that 1949 
demonstrated that “economic af- 
fairs are not beyond human co: 
trol.” While I bow to no man in 
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my admiration for the wonders 
which can be accomplished with 
monetary management and debt 
management, and while I fully 
realize that we live in a directed 
economy, any philosophy which 
rules out economic law, as this 
apparently does, is bound to prove 
a “snare and a delusion” sooner 
or later. 

As an indication of how far they 
think they can go, let us consider 
the attitude of the President’s 
Council of Economic Advisers on 
interest rates. The Council has 
categorically stated that “low in- 
terest rates are always desirable” 
and that even in inflationary pe- 
riods the Council “would not aban- 
don the advantages of cheav money 
and use central bank operations 
to cause an anti-inflationary in- 
crease in interest rates.” Instead, 
the Council ‘“‘would retain the ad- 
vantages of cheap money and 
adopt other measures to curb the 
inflationary forces.” 

There you have “What Makes 
Sammy Run” although, this time, 
it is Uncle Sam, and we don’t 
know how long the race will be! 


The Korean Involvement 


on this back- 
ground of government thinking, 
aims and policies, we now have 
the Korean involvement and a 
vast rearmament program. At the 
very time that we were—almost 
entirely because of government 
policies—riding the crest of an 
inflationary wave, the added bur- 
den of a “little” war and prepara- 
tion for a votential ‘big’ war is 
placed on the economy. More spe- 
cifically, the Defense Department 
estimates rearmament costs at 
$25 billion annually for the next 
three years, provided the Korean 
War is over by next summer and 
no new war breaks out. 

As for our ability to carry the 
added financial burden, the Na- 
t.onal City Bank ‘Monthly Let- 
ter’ of September estimates that 
the $5 billion of anticipated new 
taxes, the increased revenues 
flowing from expanding business 


Superimposed 


activity, and the natural lag in 
spending, may keep the deficit 
of the current fiscal year down 


to around $2 billion instead of the 
much higher estimates you «hear 
on every hand. And the National 
City “Monthly Letter” certainly 
is conservative! 

On the quantitative side, using 
steel, the most basic war material, 
as an example, the regular and 
special military appropriations 
voted by Congress are not ex- 
pected to take more than 4.6 to 
6.6% of steel production, and for- 
eign aid another 4%, giving a total 


of 10%. Thanks, however, to the 
wartime expansion of the steel 
industry, this leaves more than 


90,000,000 tons for civilian use, as 
compared with total steel produc- 
tion of 81,600,000 tons in 1949. 
Without laboring the point any 
further, let me say that the pro- 
auctive capacity of America is so 
enormous that we can carry both 
Korea and rearmament comfort- 
ably, and in our stride, if a sin- 


cere and realistic effort is made 
in Washington. 
Continued High Spending Policy 


Means Trouble 


On the other hand, if the spend- 
ing philosophy continues to pre- 


vail in Washington to the exclu- 
sion of all other considerations, 
we are headed for economic 


trouble, war or no war! Already, 


wholesale prices are rising sharply 
and promise to surpass their post- 
war peak of 1948, raw materials, 
in particular, having shown al- 
most unprecedented increases. 
Already, the spiral between wages 
and prices, particularly in anu- 
factured goods, is under way. And, 
the sad thing about these devel- 
opments is that they arise from a 
situation which is not a tempo- 
rary one, as Russia holds the in- 
itiative and can continue to bleed 
us with one “incident” or “provo- 
cation” after another, while she 


stands aloof and 

strength. 
Nonetheless, we must not over- 

look the salient economic fact that 


increases her 


the increased military expend- 
itures for years to come set a 
pattern for business. So long as 
the rearmament expenditures con- 
tinue in their present magnitude, 
business activity will be at a high 
level, employment will be plenti- 
ful, and the national income and 
the national output will be very 
large. What the long-range con- 
sequences of this increased busi- 
ness activity will be, particularly 
as regards prices of commodities 
and the cost of living, will depend 
on how the rearmament program 
is financed, what taxes are levied, 
and how the controls which the 
Congress has given the Adminis- 
tration are handled. As for the 
immediate outlook, however, there 
has never been a time when you 
could be more certain: no depres- 
sion is in the making, and busi- 
ness will be good. 


Well, given this background of 
elemental forces of a world in tor- 
ment, what investment policy 
should fraternal insurance—insur- 
ance dedicated to the welfare of 
the man in the street—follow? Is 
there, to use the title of the book 
on atomic warfare, “No Place to 
Hide’’? 

Let us start at the top, with the 
long-term governments. Some in- 
vestors have gotten a little nerv- 
ous since the press associations 
carried a story in August about a 
“battle” between the Federal Re- 
serve authorities and the Treas- 
ury. To the initiated, there was 
little new about those develop- 
ments. The issue has been a fun- 
damental one since the end of 
World War II. It has even flared 
into the open before. You remem- 
ber the famous, so-called “Christ- 
mas present” of December 1947, 
in which the Federal Reserve 
lowered the pegs and started an 
avalanche of selling which neces- 
sitated the purchase of $10 billion 
of the long-term issues between 
November 1947 and November 
1948. But, you should also re- 
member that during the same pe- 
riod, the Federal Reserve banks 
sold $9 billion of short-term issues 
and the Federal Reserve Board 
increased reserve requirements $3 
billion, giving a net reduction of 
$2 billion in the credit base! 





Interest Rates and Treasury 
Policy 


To put the outlook for this so- 
called battle as briefly as possible, 
may I say that in any issue be- 
tween the monetary authorities 
and the Treasury, the result is 
foreordained. So long as _ the 
President backs the Treasury - 
and the Administration’s bias in 
favor of low interest rates has 
been given at some length — the 
Treasury can’t lose. The attach- 
ment of the Treasury to the long- 
term 24%% rate becomes clearer 
every day and, as I said, they 
have what it takes to make it 
stick! Given this basic rate of 
24%2%, it is only a question of 
evaluating credit risks, market 
behavior and special features in 
determining the spreads _ that 
should exist between it and the 
other issues. 

High grade corporate bonds, for 
example, in the last few years 
have been too good and they are 
getting better. The total of long- 
term corporate debt is only mod- 
erately above the peak established 
in 1930, although revenues and 
profits are much higher. More- 
over, book values are steadily in- 
creasing because of the plough- 
ing back of a large percentage of 
earnings. Thus, the Federal Re- 
serve Bank of Chicago estimates 
that, in the 1946-49 period, Amer- 
ican industry invested $60 billion 
in plant and equipment and $36 
billion in receivables and inven- 
tory. Of this $96 billion total, $60 
billion came from retained earn- 
ings, and depletion and deprecia- 
tion allowances, while $29 billion 
from _ outside’ sources, 
down follows: Bonds 


came 


broke 


as 
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$12.6 billion; stocks $5.2 billion; 
bank loans $5.5 billion; mortgages 
$2.6 billion; and, increase in cur- 
rent lhavuilities $2.4 billion. 

This experience of the 1946-49 
period inaicaies that the supply of 
corporate bonds, even in the ex- 
pansion period ahead, will be un- 
equal to the demand. That means 
you wail have to look further and 
dig ha:der; but the market risk 
as well as the credit risk should 
be even less than now. 

Municipals are another story. 
There you have special tax fea- 
tures, special considerations and 
special risks. There, the range in 
quality is really infinite, although 
current market rates may indicate 
but little difference. The limita- 
tions o. marketability and the 
substantial credit risk on many of 
these issues is belied by the arti- 
ficially low interest rates born of 
their tax exempiion feature. In 
particular, the heavy demand for 
municipals since February, and 


even more, since June, reflects in 
large measure efforts to reduce 


income tax liabilities in a period 
of inflationary activity. 

Any organization which does 
not need the tax exemption af- 
forded by municipals, should re- 
flect, pause and hesitate before 
placing a substantial commitment 
in such issues. This, of course, ap- 
plied manifold to the purchase of 
second, third and fourth grade 
municipals. 

In these difficult days, naturally 
many think of hedges against in- 
flation. Let me assure you, there 
is no such hedge, particularly one 
which a fraternal organization 
could invest in. The best policy to 
follow under present conditions is 
to endeavor to obtain the highest 
going rate of return and not to 
take too many risks. Conditions 
are uncertain. We don’t know 
what the tax bill next year will 
be. We don’t know what the in- 
ternational political situation will 
be, and under these circumstances, 
those who follow a policy of con- 
servatism and caution are bound 
to come out best. 


Conclusion 


In conclusion, the message I 
wish to leave with you is this: 

As a result of the rearmament 
program, business activity will be 
at high levels, employment will 
be record-breaking, and dispos- 
able income will materially in- 
crease. At the same time, the 
supply of certain types of com- 
modities will decrease. These de- 
velopments obviously will 
strengthen the already great in- 
flation pressures. Nonetheles, 
whether more inflation eventuates 
or not will depend on the Amer- 
ican people. If they don’t want it, 
we will not have it! So, as in 
the past, and even more partic- 
ularly now, investments. of 
trustees and fiduciaries should be 
conservative. This is the only pol- 
icy to follow. 


Federa! TV Shares 
Offered at 50c a Share 


John F. McBride Co.,_ Inc., 
New York. are offering 596,000 
shares of common stock of Fed- 
eral Television Corp. at 50 cents 
per share. 

The net proceeds will be used to 
purchase component parts as re- 
quired for necessary operations 
and for working capital. 

Federal Television Corp. was 
organized in New York in March, 
1948, and presently is engaged in 
the business of manufacturing, as- 
sembling and selling home tele- 
vision receivers using 16 and 19 
inch picture tubes in table con- 
soles and consolette models. It 
has developed and intends to 
produce and sell an electronic 
magnifier which enlarges the cen- 
ter of a television picture by 
pressing a remote control button 
wherein the effect resembles a 
movie close-up. It also intends to 
manufacture and sell an indoor 
electronic antenna. 
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Will Sterling Be 
Revalued Upward? 


By PAUL EINZIG 


Commenting on whether sterling should be revalued upward, 


Dr. Einzig presents views in favor of proposition, but concludes 

there is very little likelihood of its adoption. Says revaluation 

might gravely handicap British export trade and would be also 

a mistake from political viewpoint. Sees position of pound 
sterling improved because of Korean crisis. 


LONDON, Eng.—Less than a year ago there was much talk 

about the possibility of a second devaluation of sterling. At pres- 
@ui the possibility of a change in its parity in the opposite direc- 
tion tends to become a favorite topic of conversation among 
financiers, economists and politicians. Even 
though most people dismiss the suggestion— 
a fact which is indicated by the weakness of 
frec sterling in New York—in some quarters 
it is considered to be not only possible but 
even probable. Their anticipation of an in- 
crease in the gold and dollar value of sterling 
by government decision is based on the state- 
ment made by Sir Stafford Cripps when an- 
nouncing the decision to devalue sterling to 
$2.80, that if it should be found that this rate 
is too low the government would raise it. 
Possibly this observation was made as a ges- 
ture indicating the government's confidence 
in sterling at its new level, aimed at discour- 
aging any speculation of its further devalua- 
tion by suggesting the existence of a risk of 
_ its appreciation. NevertHeless, many people 
now inclined to take it at its face value. 
Beyond doubt, the situation has changed substantially in 
favor of sterling since its devaluation. This Was due in part to 
the successful efforts to keep down the rise in the cost of pro- 
duction, Credit is due for it mainly to Sir Stafford Cripps who 
is also responsible for the successful efforts to keep down imports 
from the dollar area and for the progress of the dollar drive. 
To a much larger extent, however, the improvement has been 
the result of conditions outside the control of the British Gov- 
ecnment. _ Favorable business conditions in the United States and 
the American policy of stockpiling have helped sterling area ex- 
ports to the United States to no slight degree. They have resulted 
ini a sharp rise in the prices of sterling area raw materials with- 
eut causing a decline in the volume of their export to the United 
States. Thanks to this factor, the dollar earnings of the sterling 
area increased beyond all hopes during the first half of 1950. 
The improvement has become further accentuated during the 
third quarter of 1950 as a result of the Korean conflict and the 
American rearmament drive. 


Dr. Paul Einzig 
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It may be said that, while during the first two quarters fol- 
flowing the devaluation the improvement of the position of sterling 
was mainly due to the direct or indirect consequences of the 
devaluation, since then the factors mentioned above. which would 
have operated even if sterling had not been devalued, gained 


great prominence. The chances are that they will continue to 
e@perate. It is mainly on this assumption that the case for a 
revaluation of sterling to above $3 rests. Those in favor of it 
argue that a higher rate would not prevent a further improve- 
ment due to business boom, stockpiling and rearmament require- 
ments. Indeed, it is even considered possible that higher sterling 
prices of British Commonwealth raw materials would mean more 
or less correspondingly higher dollar yields. 

Another argument in favor of a revaluation of sterling is 
that prices in the United States are expected to rise faster than 
in Britain. Beyond doubt, on the basis of $2.80 to the pound 
the British price level is very low. In a sellers’ market this means 
that British exporters accept less for their goods than what 
#oreign buyers would be prepared to pay. There is a strong 
temptation in existing circumstances to change the terms of trade 
is Britain’s favor through a revaluation of sterling. 

In spite of this there is very little likelihood of such a de- 
cision being reached. The government is not even considering 
it seriously. For it is feared that, should wage demands result 
ii am appreciable increase of the British price level a higher 
dollar rate might gravely handicap British export trade The 
British Government would be reluctant to do away with the very 
substantial safety margin secured through the excessive devalu- 
ation of sterling. Although this attitude mav to some extent 
amount to taking the line of least resistance. it can be justified 
en the basis of the desire not to do anything which might inter- 
fere with the success of the rearmament drive. 7 

As a result of the scarcity of labor created by rearmament 
requirements, there are bound to be frequent wage demands dur- 
ing the coming period. Needless to say, it is to the interest of 
the country that the rising trend of wages and costs should be 
kept as moderate as possible. ) vite 

The creation of additional purchasing power through an in- 
crease of wages in excess of the increase of the cost of living 
would earmark for civilian requirements an unduly large pro- 
portion of productive capacity and would therefore hinder re- 
acmament. Indeed, it is to the interest of the rearmament effort 
that nominal wages should lag behind prices, in order to achieve 
a reduction of real wages and a curtailment of civilian demand 
On the other hand, the need for an unduly rigid resistance to 
wage claims would result in a series of strikes and would gravely 
handicap rearmament. Such a need might easily arise if sterling 
were to be revalued. A revaluation would be a distinctly defla- 
tionary move, and even if all other economic arguments were in 
favor of deflation they would be outweighed by the fact of the 
iucreasingly strong bargaining position of industrial workers. 
"The government would be unwise if it were to place employers 
4m a position in which they could not afford to meet wage claims 
to a sufficient extent to avoid unduly grave wage conflicts. r 


From a political point of view, too, it would be a mistake to 
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revalue sterling. Even though such a move might slow down the 


rise in prices it could not check the trend altogether. 


Such gain 


as would be achieved in this respect might be more than out- 
weighed by the unpopularity the government would incur as a 
result of the numerous industrial disputes in which it would have 
to side with the employers for the sake of maintaining the out- 
put and keeping down the cost of production. 

It seems reasonable, therefore, to conclude that in spite of 
the improvement of the position of sterling its revaluation is 


unlikely. 


At its present level it unquestionably commands con- 


fidence abroad. This is a psychological advantage which the gov- 
ernment is not likely to sacrifice for the sake of dubious material 


advantages. 


Continued from page 4 


Role of Puts and 
Calls in Securities 


make money. I am going to sell 
100 short and make those 
points extra.” 

Well, the stock goes up, con- 
trary to his guess, to 66. The man 
is worried. It goes to 70, and he 
is frantic, and usually at the top 
of the move, when man’s judg- 
ment is the worst, he covers his 
stock at 75, and takes a $2,500 
loss. Now, the man who had the 
Put loses only $350, and he still 
has conserved enough of his as- 
sets that if he wants to, at 60 or 
70 he can try again. If he buys 
five such Puts in a row he still 
will not have lost as much money 
as the man who sold the stock 
short. 


31% 


Put and Call for Insurance 
Protection 

Now. I have given the Put and 
Call for speculation. I should like 
to give you the Put and Call for 
insurance or protection. 

A man buys 100 shares at 50 
and he thinks it is going to 75. 
This is merely another use of the 
same instrument. He is not willing 
to risk the effect that political 
news, war news, or any kind of 
news will have on the market. He 
doesn’t want to risk owning the 
stock if it gets down to 20, so he 
comes to me and asks what I will 
charge him to guarantee him 
against loss for the next 90 days. 
For $350 I will sell him a Put at 
50, goed for 90 days. 

Now, I am guaranteeing him 
that even if the stock should sell 
at 20, he can deliver 100 shares 
to me at 50 any time within 90 
days. 

If the market starts to break 
and gets down to 40 or 35, this 
man doesn’t have to worry. He 
knows that he can dispose of his 
stock at 50 any time before the 
end of his time limit. Therefore, 
he is not a panicky seller. 

In the last 90 days if you have 
watched the market, and I 
imagine you have, you would 
notice that if a man had bought 
100 shares of General Motors at 
85 about a month ago and had 
seen the stock go down, I believe, 
to 76, he might have worried and 
sold the stock down there. 

Compare that with a man who 
bought 100 at 85, and bought a 
Put for 90 days at $400, let us say. 
He was protected against loss for 
90 days. When the stock went 
down to 76 within a couple of 
weeks, he didn’t have to worry 
because he knew he could always 
deliver at 85. 

Then the news came out about 
the General Motors dividend, and 
the stock went up to 94. By virtue 
of having the Put which enabled 
him to hold on to his stock with a 
limited loss, he could now sell 
his stock at a nice profit. 

You can compare that with the 
other man who just bought 100 
shares of General Motors. and 
sold it, only to see it rally 10 
points above his cost price. 

People say this kind of insur- 
ance or protection is expensive. 
You buy insurance against fire in 
your house; you buy insurance 
against knocking someone down 
with your automobile, but this 
kind of protection is really more 
important than that because these 


commitments in the purchase or 
sale of stock very often consti- 
tute a large part of a man’s assets. 
He can be wiped out in one fell 
swoop if he is not careful. 

I do business with people who 
over a period of years always 
protect their commitments. You 
will see if you have studied 
charts of stock movements, and I 
imagine you have, you will find 
that the chart goes like this |il- 
lustrating an irregular line}, but 
all of a sudden it goes like this 
[indicating an upward line! or 
this [indicating a downward 
line]. Here is where the big loss 
comes every so often that cleans a 
man out, but if a man makes these 
commitments with the knowledge 
that he is protected against these 
unlimited losses, he knows he is 
conserving his assets. 

I have given you Puts and Calls 
for speculation and Puts for pro- 
tection, and I think you can 
readily understand that Calls are 
just the reverse of Puts. 


Calls Enable Larger Purchases 

It might interest you to see how 
a man can control a greater num- 
ber of shares through a Call than 
he can by buying his stock on 
margin or outright. 

Suppose someone was smart 
enough to anticipate some of the 
big moves we have had like 
Zenith Radio which’ back in 
January was selling at 36 but 
which rose to above 70 in less 
than 90 days. If a man wanted to 
buy 100 shares he would have 
put up $1,800 margin, but suppose 
100 shares didn’t satisfy him. Then 
he could have bought Calls for 
$300 a piece for each hundred at 
36 for 90 days and he could have 
controlled through the Calls, 500 
shares for $1,500. You can see that 
through the use of the option, you 
can control many more shares 
than you could if you bought them 
on margin or outright. 

There is one more little point 
that I would like to show you in 
the buying of options which is 
very interesting, and which par- 
ticularly interests the account ex- 
ecutive, as they call him. 

If an account executive 
man who a month or so ago 
wanted to buy 100 shares of 
Chrysler at 80, or who did buy 100 
shares of Chrysler at 80, and it 
was now selling at around 64, this 
fellow’s account would show a 
shrinkage in equity of $1,600. If 
at that time instead of buying 100 
shares. he had bought a Call for 
90 days for $450. his equity would 
have gone down only by $450. 
Subsequently when the stock sold 
at 64. all that could be taken out 
of his account would be $450, and 
he would now be able to use his 
equity to buy 100 shares of stock 
at 64, which in my judgment is 
very sound business. 


Who Makes Options 


I think that will do for the 
buying of options for both specu- 
lation and _ protection. Now, I 
should like to show you the other 
side of these options—who makes 
them and why they make them. I 
remember I was speaking in Chi- 
cago some years ago and during 
the question and answer period 


had a 


some man said, “You know, I 
have been buying these Puts and 
Calls all my life, but I never 
knew you could sell them.” I 
guess he thought Santa Claus 
brought them. 

Now, here are two men, A and 
B. They both want to buy so 
many shares of stock totaling 
$100,000. Mr. A buys 100 shares of 
x, Y, and Z and so on. Mr. B 
says, “I have $100,000 with which 
to buy the securities, but instead 
of buying them, I am going to 
give somebody the privilege of 
delivering the stocks to me to the 
amount of $100,000." For that this 
man takes in $4,000 in premiums, 
let us say. 

The market breaks and A has 
the stock, but B has all the stocks 
delivered to him. They are in the 
same position with the exception 
that B has taken in $4,000 in pre- 
miums which cut the cost of these 
stocks by that amount. 

Suppose A bought the stocks 
and B sold the Puts, and the mar- 
ket didn’t go down, but went up. 
A weuld have a direct profit on 
his holdings, but B would have 
still had $100,000 uninvested and 
would have had $4,000 on the sale 
of options. He would not have 
profited by the increased value of 
the stock, but B is at liberty to 
do it over again and sell Puts on 
the same list or another list of 
stocks. 

I think you can see that if B 
does that in 90-day periods for a 
year, he is going to make about 
16% which is not too bad. Over 
a period of time B will do much 
better than A. 

Now, in the reverse, if you have 
a company or an individual that 
owns 500 shares of X, 500 Y, and 
500 Z: this gives them a dividend 
of $6, $5, or $4 a year respectively. 
If they hold on to the stock over 
a period, they get the dividend. 
Most people don’t sell. They sell 
usually at a loss when they are 
pressed for funds. 

Mr. Jones over here owns the 
same stock, and I say to him, “Mr. 
Jones, Steel is selling at 36. If I 
give you $300 will you give me 
a Call on 100 shares for 90 days?” 
Mr. Jones doesn’t know too well 
what I am talking about, so he 
asks: 

“What happens to the $300 in 
the event vou don’t Call?” 

I say, “You keep that in any 
event.” So he sells me a Call on 
100 for $300, and he has re- 
ceived the equivalent of 39, as 
though he had sold the stock at 
39 If the Call is not exercised 
he is in a position to repeat the 
sale of a Call and receive another 
premium of $300. There is no tell- 
ing how long this sale of Calls 
can continue. 

This is the 
doing business. 
between many 


European way of 

The difference 
investors abroad 
and investors here is that when 
an American buys 100 shares of 
stock at 20, he thinks it is going to 
sell at $7,000. with the result that 
he usually gets 10, but when a 
European buys 100 shares at 20, 
and you tell him you will give him 
$150 for a Call for 90 days he im- 
mediately figures percentagewise 
that this has marked the stock 
down 1'% points or to 18!4%. If you 
go ahead and Call the stock from 
him. he won’t worry. He has al- 
ready made $150. Every time he 
sells a Call and it isn’t called from 
him. he marks his cost down 
another point and a half. If that is 
done long enough, he will own the 
stock for nothing. 

There is another point that I 
think I should explain to you. 


The Straddle 


If. instead of buying a Call from 
Mr. Jones, I say, “Mr. Jones, I 
would like to buy a straddle for 
90 days for which I will give 
you $500.” 

What does that mean? Would 
you be willing to lose this stock 
equivalent to 41 or willing to take 
new stock equivalent to 31? When 
a man writes a straddle for 90 
days, we know that at the end of 



























~~ 
































Volume 172 





the option the stock will be either 
up or down. It can’t be two places 
at once. So then he would either 
have the Put side of the straddle 
exercised and buy the 100 shares 
at 36 plus the $500 which would 
make the stock cost 31, or in the 
case of the stock going up, he will 
have it calied from him at 36 
plus the $500 which he received 
which makes his sale price equiv- 
alent to 41. 

This is a very interesting busi- 
ness and it would amaze you to 
see how these premiums add up at 
the end of a year. 


I did business with a fellow a 
few years ago who had taken in 
$160,000 in premiums. The market 
broke, and had he sold out the 
stocks at the low, he would have 
had a loss of $170,000. Compare 
him with a fellow who had ex- 
actly the same thing without sell- 
ing the options and collecting the 
premiums. That fellow would 
have had a loss of $170,000 with 
nothing to offset it. The first fel- 
low had all his premiums. That is 
like an insurance company that 
writes a lot of policies, and all of 
a sudden they have a lot of claims 
against them. All those premiums 
are applied to offset the claims. 

I think that will give you a 
good idea of Puts and Calls. Now, 
if you have any questions I will 
try to answer them. 


Professor Ricciardi: I should 
like to ask the first one. Would 
you explain what is meant by all 
of the options being guaranteed 
by a member of the Stock Ex- 
change? 


Mr. Filer: If I bought a Put or 
Call contract from John Jones, 
and wanted to sell it to you, you 
would want to know who John 
Jones is. and where he would be 
in case you wanted to exercise the 


contract, and who said he was 
good for the contract—and you 
would be perfectly right. John 


Jones has an account with a Stock 


Exchange broker, and he leaves 
with him enough collateral, ac- 
cording to Stock Exchange re- 
quirements, so that the Stock Ex- 
change member will put his name 


on the back of the contract guar- 


anteeing to you, the purchaser, 
that the terms of the contract will 
be fulfilled. The only way in 


which the terms of that contract 
would not be fulfilled would be if 
that Stock Exchange house should 
fail. Even then you have redress 
against John Jones, the original 
maker. That is the endorsement. 


Student: If that stock is bought 
or sold over the counter, will a 
member of the Stock Exchange 
guarantee the option? 


Mr. Filer: There is no reason 
why he wouldn’t. If you own 100 
shares of over-the-counter stock 
and you want to sell a Call on it, 
if the stock was either properly 
margined or you were responsible, 
there is no reason why not. Most 
of our business, however, is done 
on listed securities. We do trade 
options on a few stocks on the 
Curb from time to time, but I 
repeat that most of our business 
is done on the big board stocks. 


Student: How do you determine 
the price of Puts and Calls? 


Mr. Filer: The price of a Put or 
Call is determined by the selling 
price of stock. You can readily see 
that a stock that is selling at 20 
would not command as much 
premium as one selling at 150. 
You can also readily see that the 
stock selling at 20 wouldn’t fluc- 
tuate as much as the one selling 
at 150. So it is the price of the 
stock plus the possible fluctua- 
tions of the stock plus the supply 
and demand. 

If everybody and his brother is 
looking to buy Call options on 
this stock. and it had been offered 
for $187.50. if the demand is big 
enough and outstrips the supply, 


in order to get more you will 
have to bid more than $187.50, so 
the price will increase. 

On the other hand, if you want 


to sell a Call on this stock and 
you offer it for $187.50, and there 
is no demand for it, you will 
either not sell the Call or you will 
lower the price to a point which 
will attract a buyer. 


Student: Are there not accepted 
units of price for Puts and Calls 
at certain levels? You kept men- 
tioning 90-day Calls at $375 and 
Puts at $350. 

Mr. Filer: I just did that to 
make it easy to give you a rough 
idea of it. For instance, Calls tor 
90 days on Steel would cost you 
about $275; Anaconda would cost 
about $225; General Motors would 
cost about $575; Studebaker would 
cost you about $275 etc. 


Professor Ricciardi: Standard 
Oil. 
Mr. Filer: Yes, a_ stock like 


Standard Oil of New Jersey 
would cost about $400. Of course, 
a high priced stock like Allied 
Chemical, before it is split is very 
difficult to obtain a Put or Call 
because, as you can well imagine, 
the supply is limited. Everyone 
doesn’t own Allied Chemical and 
everyone wouldn't contract to buy 
or sell 100 shares of Allied Chem- 
ical regardless of the premium be- 
cause they wouldn’i be in a posi- 
tion to play with 100 shares of the 
old stock for $25,000. 


Student: I thought I read some- 
where that the price of a Put or 
Call at one point was $137.50 for 
30 days? 


Mr. Filer: That is right. On the 
30-day contracts the base price is 
$137.50 per hundred shares plus 
tax on Calls. I might add that the 
Federal and State governments 
insist that a tax be affixed to all 
Call coniracts, but not on the Put 
contracts. 

Now, the only fluctuation on the 
30-day contract is the number of 
points up or down. For instance, 
on Steel for 30 days you can buy 
a Call one point up. You can buy 
Anaconda at one point up. Gen- 
eral Motors will cost you five 
points above the market. Stude- 
baker will be 11% points, and New 
Jersey will be three points above. 
Of course on a stock like General 
Motors that has just gone from 
76 to 94, it is not unreasonable to 
ask for five points because it has 
fluctuated 18 points in 30 days. 

You can buy a Call at the 
market by paying a higher pre- 
mium price for the option. Let us 
say a stock is at 95, and you have 
a Call price of 100, and you will 
pay $137.50 for the Call. The stock 
will have to go over 102% before 
you start making any money. 

Now, if you buy a Call on Gen- 
eral Motors for 90 days, and you 
pay $575. the stock will have to 
go to 100°%4 before you make any 
money, but you have 90 days in 
which to do it. For the larger out- 
lay in cash, you get a much better 
run for your money. 

On the other hand, if the stock 
should decline instead of going 
up, your loss would be _ $575, 
whereas in the other case it would 
only be $137.50. 


Student: What happens when a 
stock sells ex-dividend down the 
amount of the dividend? 


Mr. Filer: All Puts and Calls 
are reduced by the amount of the 
dividend on the day that the stock 
sells ex-dividend on the Exchange. 
There is no advantage either way. 

If a man owns 100 shares at 50 
and he sells a Call at 50 and a 
Put at 50, and the next day the 
stock on the Exchange sells ex- 
dividend $1, the Call becomes 49 
and the Put becomes 49. The stock 
also, under normal conditions 
would be down one point. 


Student: What happens 
they give stock rights? 


when 


Mr. Filer: It used to be very, 
very confusing when they gave 
stock rights because the rights 
would fluctuate before they ex- 
pired. The owner of a Call would 
like to reduce his Call by the 


greatest price at which the rights 
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sold, and the maker of the Call 
would like him to reduce the Call 
by the lowest price at which the 
rights sold, or tne owner of a Call 
could call 100 shares of stock plus 
the rights if the rights were still 
in existence. It became very com- 
plicated both for the buyer and 
the seller, and the Put and Call 
Association made a ruling that 
when a stock goes ex-rights, the 
first sale of the rights on the Ex- 
change shall be deaucted from the 
price of the Put or Call option 
outstanding. , 

That makes it very simple be- 
cause suppose I own 100 shares of 
stock at 90, and I sold a Call at 
50, and during the life of the Call, 
rights were issued and opened at 
%4, and then ran up to 2 before 
the expiration of the Call. I 
wouldn’t know whether to sub- 
scribe to the stock that the rights 
entitled me to because I wouldn’t 
know whether the Call was going 
to be exercised or not. That put 
the writer of a contract in a funny 
position, and that is why we ruled 
that the opening sale oi the rights 
would be deducted from the op- 
tion price so that the man who 
owned the rights could immedi- 
ately sell them out at the opening 
price. The holder of the Call would 
deduct the amount of the opening 
sale of the rights from the Call 
contract. 


Student: Do you always hold 
yourself open to option sales or 


do you restrict your activities 
somewhat to your own market 
outlook? 


Mr, Filer: I am not always the 
maker of these contracts. When 
I have a bid for a Call, it is my 
business to contact owners of that 
stock and try to buy the Call from 
them. Through my knowledge of 
the business I know that Mr. 
Jones owns or would be willing 
to own Woolworth, for instance. 
We have various contacts both 
for selling of the contracts and 
buying of the contracts. 

Yesterday you may have in- 
quired how you could buy a Call 
on Philco, and perhaps at that 
time we couldn’t meet your terms, 
but today a Call comes into the 
market which I think is reason- 
able, so | call you up and Say, 
“Mr. Jones, you inquired about 
a Call on Philco. I can offer you 
one so-and-so.” This is the result 
of our knowledge of the business 
as to who is the possible seller and 
who is the possible buyer. 


Student: Are your quotations on 
Puts and Calis nominal or firm? 


Mr Filer: All quotations are 
nominal until we say they are 
firm. If I offer you a Call on 
General Motors, I don’t actually 
offer it. I say that I think I can 
get it because that leaves me a 
little leeway. If I call you and 
say, “I can offer you firm on the 
wire a Call for General Motors, 
for $500,” that is firm until I get 
off the wire or until you get off 
the wire. 


Student: How do you 
business in small cities? 


handle 


Mr. Filer: I neglected to tell you 
that all of the Put and Call 
brokers in the United States are 
in New York City. All of the Puts 


and Calls bought in the United 
States are bought in New York 


City. If Joe Zilch out in Kala- 
mazoo wants to buy a Call on 100 
shares he inquires from the local 
broker who in turn wires his New 
York office. The New York of- 
fice contacts a Put and Call 
broker, and the resulting message 
goes back to Kalamazoo after 
which time the customer decides 
whether he is interested in buying 
such a Call or not. 

If he isn’t, it is merely a quota- 
tion. If he is, he places his order 
and it retroces the stenvs back 
from the branch office to the main 
office to the Put and Call dealer 
who tries to fill the order. That 
is usually done in a very short 
time, and the contract is consum- 
mated, delivery of which is made 
to the main office of the Stock 


Exchange house, and the contract 
is charged or debited against the 
account of the individual cus- 
tomer who bought the Call. 


Student: How many Put and 
Call dealers are there? 


Mr. Filer: There are about 27 
Put and Call dealers in New York 
or in the United States. 


Student: What are the capital 
requirements, if any, set up by the 
Put and Call Brokers and Dealers 
Association? 


Mr. Filer: There are really no 
capital requirements because if | 
act merely as a broker without 
ever taking a position, all I am 
required to do is to give my check 
for the contract which I might 
buy from you. I immediately take 
that contract to the Stock Ex- 
change house, and that day or the 
next day I am paid, so my capital 
requirements are not great. All I 
have to have is a checking account 
unless I position these contracts 
and carry a large inventory. 


I don’t think in the 31 years that 
I have been in this business I have 
ever heard of a Put and Call 
broker going bankrupt, and I 
don’t know of a welsh on a con- 
tract. Although we deal in mil- 
lions of dollars in contracts in a 
year and it is all done over the 
phone by word of mouth, we very 
seldom, if ever, have a mistake. 


Student: Do you make a com- 
mission for executing these con- 
tracts? I mean how do you make 
any money? 


Mr. Filer: I buy for less than 
I sell. If you are going to give me 
$575 for a contract, I try to buy it 
for less than that, and the differ- 
ence is my profit. 


Student: What is the time limit 
when an order is placed? If you 
get a Put order how soon do you 
have to confirm it before it ex- 
pires? 


Mr. Filer: All orders are con- 
sidered to be day orders unless 
otherwise specified. Now, there is 
a certain treatment to which you 
are entitled when you place an 
order. For instance, if General 
Motors is selling at 90, and we 
receive an order from a broker to 
buy a Call at the market for 90 
days for $575, if within 15 or 20 
minutes we haven’t been able to 
execute that order, we feel duty 
bound to return to the broker and 
have him report to you that we 
can’t produce it for $575 or we need 
more time, and so forth. That is 
the proper way for an order to 
be handled. 


If, when we received the order, 
the stock was selling at 90 and 
before we can produce that Call, 
it goes up to 91, 91%, or 92, which 
is a good fluctuation, we will con- 
tact you through your broker and 
advise that the stock has gotten 
away, and that we don’t want to 
execute the order unless we are 
told to. I always try to picture a 
fellow sitting in Detroit wonder- 
ing which price will be paid for 
his Call so I think we are duty 
bound to let the customer know 
just where he stands if we have 
the order any length of time. 


Usually, orders are filled pretty 
quickly, and we know just where 
to put our hands on that contract 
by using the least number of 
Calls. 


Student: Would you mind tell- 
ing how the contracts are ful- 
filled. You said something about 
going directly to the Stock Ex- 
change. How are the contracts ful- 
filled? 

Mr. Filer: You mean the ex- 
ecution of the contracts? 


Student: Yes. 


Mr. Filer: You merely notify 
your Stock Exchange broker to 
exercise a Call on 100 shares of 
General Motors which is in your 
account at 90 and sell the stock 
at the market. Now, you have 
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bought 100 shares and you have 
sold out in the market. 


Professer Ricciardi: You must 
place the margin requirement on 
your Cail? 


Mr. Filer: The Stock Exchange 
rule is that you must deposit with 
your broker 25% of the value of 
the stock that you Call, but that 
need only be left with the broker 
until the trade clears three days. 
Then you may withdraw the pro- 
ceeds, your deposit with your 
profit. 

There is no law that says if you 
own a Call on stock at 90 and it 
is selling at 94 that you can’t sell 
the actual contract to Mr. Jones 
without buying the stock or sell- 
ing it. You are merely selling 
a contract which you own. There 
are some tax angles, but I don’t 
think I shall burden you with 
those. 


Professor Ricciardi: I want to 
thank Mr. Filer for a very in- 
teresting lecture. 


Mr. Filer: I have tried to give it 
to you as simply as I can. The dif- 
ficulty with this subject is that 
if you become too involved, it is 
not understandable, and still if 
you try to keep it too simple, you 
will not cover the subject, so I 
have tried to strike a happy 
medium and I hope that you have 
learned something from it. 


H. E. Gray Mer. of ~ 
New Bache Branch 


Henry Evans Gray has been ap- 
pointed Manager of the Tulsa. 
Okla., office of Bache & Co., mem- 


bers of the New York Stock 
Exchange, 
the firm an- 
nounced. For 
the past 30 
years he has 
been in the in- 
vestment and 
brokerage 
field in New 
1. k&. GG. 
Moore, who 
has been 


associated 
with Bache & 
Co. for many 
years, will act 
as Assistant 
Manager. 

Mr. Gray is a graduate of Yalc 
University and a member of The 





Henry Evans Gray 


Tulsa Club and The Hillcres 
Country Club of Bartlesville 
Okla. During World War I he 


served overseas as a Captain in 
the Field Artillery. 


Financial Writers 
Going on With Show 


The New York Financia! 
Writers’ Association’s annual show 
lampooning big business and 
political luminaries will be held 
this year on Nov. 17 at the Hotel 
Astor, Joseph D’Aleo, President, 
announced. 


Rumors that the “Financial 
Follies of 1950” would be can- 
celled this year because of the 
Korean War were quashed when 
members of the Association voted 
that the show will go on as 
scheduled. 

The “Follies” have been held in 
each year since the organization 
was founded in 1938 with the ex- 
ception of the war years. 

As has been the practice in pre- 
vious years, members will do al 
of the acting and also write th 
scrip of the show. 


Now Sole Proprietorship 

Lester Frenkel is continuing the 
investment business of Gersten & 
Frenkel, 150 Broadway, New York 
City, as a sole proprietorship, 


™ 
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Delaware, Lackawanna & Western 

Delaware, Lackawanna & Western common has been attract- 
ing considerable speculative interest in the past week or so. Prob- 
ably one of the important reasons for this renewed buying surge 
is the action of Nickel Plate common stock. Lackawanna has a 
substantial stock equity in that highly profitable carrier. Nickel 
Plate common, which sold as low as 90 just a few months ago, ad- 
vanced to a new high of 15312 late last week. This dramatic 
advance has been accompanied by recurrence of the usual rumors 
that a stock recapitalization plan has been devised and will be 
submitted to the Board of Directors in the very near future. The 
plan, if there is one, would be designed to eliminate the large 
dividend arrears on the preferred. 

Many people close to Nickel Plate question the imminence 
of a stock recapitalization plan satisfactory to stockholders and 
the interstate Commerce Commission whose approval would be 
mecessary. Nevertheless, there is little disagreement among rail- 
road analysts as to the justification, on an intermediate and longer 
term basis, for materially higher prices for the Nickel Plate com- 
mon. Substantial progress has already been made toward reduc- 
tion in the preferred dividend arrearages. In many quarters it is 
expected that another substantial cash payment will be declared 
before the 1950 year-end. Accumulations have been cut to $60 a 
share. Even without a plan the company should be able to solve 
the problem through cash payments by early 1952 at the latest. 

With preferred dividend arrears out of the way, Nickel] Plate 
common would still look very attractively priced at present rela- 
tively advanced levels. At last week’s close it was selling less than 
three times estimated 1950 earnings of $55 to $60 a share. Lacka- 
wanna owns 60,000 shares of this stock, purchased at prices below 
$50 a share. At last week's close, which was slightly off from the 
top, this holding had a market value of $9,120,000. This was 
equivalent to $5.40 a share on the 1,688,824 shares of Lackawanna 
stock outstanding. This alone accounted for nearly 50% of the 
selling price of the Lackawanna stock. 

Aside from the likelihood of eventually substantially 
values for its Nickel Plate holdings, Lackawanna common 
sidered to have quite attractive potentialities on its own merits. 
In support of this contention it is pointed out that in 1946 it hit a 
high of 16144, and that was before it had acquired its equity in 
Nickel Plate. Fundamentally the road itself is in a far better posi- 
tion now than it was in 1946, and certainly its prospects are far 
more promising than they were at that time. Also, it is now on a 
dividend basis, although to date the distributions have been held to 
more or less token levels. Payments of $0.25 a share have been 
made in each of the past three years. 

One thing that has long been considered a major weakness in 
the Lackawanna picture has been the importance to it of anthra- 
cite coal tonnage. For years this has been looked upon as a sick 
industry. Certainly the inroads made by substitute fuels such as 
oil and gas for domestic heating have been well known. It has 
been taken for granted that over the long term this erosion of 
anthracite coal markets would continue, and Lackawanna still 
geis approximately 17% of its total freight revenue from this 
source. With recent international developments this weakness is 
no longer considered of particular importance. Over the foresee- 
able future the outlook for anthracite coal appears quite favor- 
able. Price increases for oi! and the memory of the oil shortages 
of World War II offer strong incentives to home owners to place 
their trust in the more readily available solid fuel. 

Aside from the change in the coal picture, the overall traffic 
outlook of Lackawanna is highly favorable, based on its status as 
an essential link in one of the most important through routes be- 
tween the west and the New York Harbor area. Earnings this 
year to date have been on the upgrade and this trend is expected 
to continue, probably at an eccelerated pace. For the full year 
1950 they should at least reach $2 a share before sinking and other 
reserve funds, and they could well top that figure by a significant 
margin. Even more important basically is that the anticipated 
sustained high level of traffic and earnings shov'd enable the 
management to accelerate its debt retirement program. Also, a 
somewhat more liberal dividend policy appears as a distinct 
possibility. 
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Merrill Lynch Group 
Offers Winn & Lovett 
Grocery Com. Stk. 


Merrill Lynch, Pierce, Fenner & 
Beane and associates on Sept. 26 
publicly offered 210,000 shares of 
Winn & Lovett Grocery Co. com- 
mon stock (par $1) at $15 per 
share. The issue was oversub- 
scribed and the books closed. 

The proceeds from the of 
these shares will be added to the 
general furds of the company and 
used from time to time for such 
corporate purposes as the board of 
directors may determine. The 
company presently contemplates 
capital expenditures aggregating 
approximately $1,650,000 in the 
current fiscal year, and part of the 
proceeds of the financing will be 
applied to costs of this program 
The balance of the proceeds may 
be used for carrying increased in- 
ventories incident to the general 
growth in the company’s business. 
further expansion and improve- 
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ment of its chain of retail stores, 
facilities 
the prepayment of a portion of its 
outstanding funded debt, the pos- 
food 
and 
other general corporate purposes 

Winn & Lovett Grocery Co. was 
incorporated in 1928 as successor 
to a grocery business established 
At the time of its incor- 
operated 
a chain of 65 small neighborhood 
type grocery stores in the central 
and northeastern sections of Flor- 
On 
June 24, 1950, the company and its 
retail 
food 
cash- 
Florida, 
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COLORADO SPRINGS, Colo.— 
Victor E. Mattocks is with Wad- 
dell & Reed, Inc. of Kansas City, 
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Full Employment Policy — 
An Inflationary Threat 


der wages, so it must place a floor 
under the poverty which threatens 
the retired and the temporary dis- 
employed.” 

Surely an attempt to “resist in- 
flation wherever it appears” and 
the other welfare efforts advo- 
cated by “The Times’ must tend 
overtime to be mutually exclusive. 

We certainly can choose 
whether or not we want a policy 
of Full Employment by govern- 
ment fiat. But if our choice is a 
favorable one then, it seems to me, 
we inevitably choose a policy of 
inflation, since Full Employment 
by State action is bound to be in- 
flationary. When we have infla- 
tion the organized segments of 
society the various pressure 
groups—may keep their money 
income above constantly rising 
prices. But those who can assert 
no monopoly position, or who 
cannot bring political pressure to 
bear are bound to suffer, and to 
suffer very severely. In this latter 
category I would certainly include 
the retired, if not the temporarily 
disemployed. 

Lord Beveridge, whose cradle- 
to-grave social security program 
really introduced the government 
policy of Full Employment to 
Britain, foresaw this danger when 
he said: “Inflationary develop- 
ments not only spell expropriation 
for the old-age pensioner and 
small rentier, but also endanger 
the very policy of Full Employ- 
ment.” 3 

Unfortunately neither Beveridge 
nor anyone else has to my knowl- 
edge so far come forward with 
any practical plan for eliminating 
the inflationary effects of a policy 
which is in itself inflationary. 
That has not, of course, worried 
the doctrinaires. They say that 
their aims are social; and they are 
quite frank in declaring that the 
economic problems involved are of 
little or no interest to them. As 
usual, it is left up to the business- 
man to take care of such tiresome 
details. 


In this connection let us for a 
moment listen to the voice of ex- 
perience. In a recent issue of ““The 
London Economist,” itself long 
an advocate of what it calls ‘“‘pur- 
posive economic planning,” there 
was this revealing statement as 
to what has happened in Britain. 
I quote: “Of the old, well-tried 
apparatus of carrot-and-stick in- 
centives, the  full-employment 
welfare state has left only an 
ineffective shadow; while of that 
new spirit of zealous community 
solidarity on which Socialists have 
always relied to replace it there 
is as yet little sign.” 4 

By undertaking, through legis- 
lation, to pursue policies which 
would “achieve and maintain a 
high and stable level of employ- 
ment and income” 5 (which I take 
it means to provide a job for 
everyone who wants work) the 
governments of the Anglo-Saxon 
world have also clothed them- 
selves with a moral _ sanction 
transcending anything hitherto 
known in a democracy. Under the 
cloak of that sanction they can 
claim that whatever they do is 
in pursuit of Full Employment. 
Such a claim is one most difficult 
to resist, for to do so brands the 
resistor as being opposed to seeing 
everyone happily at work with 
little or no prospect of ever being 
fired. 

Full Employment and One-Party 
Government 

Thus the pursuit of Full Em- 

ployment through legislation tends 


3 “Full Employment in a Free 
by William Beveridge. 

4 Page 360, “‘The Economist,” Aug. 19, 
1950. 

5 Canadian Government 
“Employment and Income,” 


Society,” 


White Paper 
1945. 


more and more toward the per- 
petuation of one-party govern- 
ment. In this connection it is in- 
teresting to observe that one po- 
litical party has furnished the 
government of your country for 
the past 17 years, and another of 
mine for only two years less. 

Hitler used the sanction of Full 
Employment to justify both con- 
scription and his enormous re- 
armament program. Indeed, when 
anyone tried to cal) him to ac- 
count for distorting the German 
economy through his pursuit of 
military policies Hitler could, with 
complete truth, say: “Ah, but I 
have abolished unemployment. 
and that is what I promised the 
German people I would do.” 

The efforts of both Hitler and 
Mussolini to maintain what was 
in effect Full Employment at any 
cost certainly contributed largely 
toward bringing on World War II. 

Japan’s attack upon Pear! Har- 
bor undoubtedly also had its roots 
in the economic and social com- 
mitments of the Tokyo govern- 
ment; and today the Politburo 
probably sees war as the only 
means of keeping all Russians 
fully employed by the State. 


Britain’s Loss of Prestige 


The same sort of devotion to 
the ideal of Full Employment has 
caused once-dominant Britain to 
forfeit much of her Continental 
prestige because of her virtual re- 
fusal to cooperate wholeheartedly 
with other than Socialist govern- 
ments. This persistent adherence 
to an undefinable, and in the long 
run unworkable, principle, has also 
caused that once-proud nation to 
accept handouts and other assist- 
ance even when these represented 
the fruits of a now-despised capi- 
talism. Ironically enough, even 
the most rabid of Socialists® ad- 
mits that without economic aid 
from North America the British 
Full Employment program would 
today be a total failure. 

These examples from 
distant history should certainly 
raise the question in our minds 
whether in pursuit of current pol- 
icies “to promote maximum em- 
ployment’? we North Americans 
are not, in addition, making the 
demise of democracy in this hemi- 
sphere at least a possibility. Cer- 
tainly in the process we have 
raised Our respective bureaucra- 
cies to new size and heights of 
power, and have thereby created 
vested interests in regimentation 
which make anything we have 
hitherto known seem puny by 
comparison, 

Whether we shall succeed in 
killing democracy is still a moot 
point. But there is no doubt that 
the changes we have already 
wrought in the pattern of govern- 
ment would cause at least grave 
concern to those who at such peril 
achieved self-government for us. 

Since the achievement and 
maintenance of Full Employment 
in the sense that government will 
provide everyone with a job is a 
commitment which can in the 
long run only be fully imple- 
mented by a police state, it is not 
surprising that there have, of late 
years, been considerable encroach- 
ments upon our individual liber- 
ties, You may remember that such 
encroachments were the principal 
cause of the English revolution of 
the 17th Century, of own in 
the 18th, and of our too-little- 
known rebellion of 1837. 

In the process of embracing the 
fallacies, 
to personal 


not too- 


your 


incurring the risks 
freedom, I have 


and 
al- 
6 Rt. Hon. Aneurin Bevan, P. C., M. P. 
7 Sec. 2, U. S. Employment Act, 1946. 


ready mentioned, we Anglo-Sax- 
ons found ourselves ineluctably 
compelled to embrace the ances- 
tor of all economic, social and 
political errors—the belief that 
you can get something for noth- 
ing. We embraced this master 
fallacy despite the fact that Bib- 
lical injunction had been rein- 
forced by scores of such homely 
proverbs as “You cannot get a 
quart out of a pint pot.” 


Can We Get Something for 
Nothing? 


The instrument chosen for get- 
ting ourselves something for noth- 
ing was, believe it or not, the 
State—perhaps the most unfeeling 
and wasteful of man’s creations. 
In choosing thus we chose to ig- 
nore—or worse still failed to re- 
alize—that when the State does 
things for you it also does things 
to you. 

By thus deifying the State we 
have not only turned our backs 
upon the lessons of our own his- 
tory, but we have embraced that 
which we fought two world wars 
to avoid. We told both the Kaiser 
and Herr Shickelgrubber that we 
wanted no part of Stateism, and 
then we not only adopted much of 
Bismarkian Socialism but many of 
the tenets of Karl Marx. 

Relying upon what we chose to 
call our new learning, we pro- 
ceeded to brush aside as hope- 
lessly old hat not only Divine wis- 
dom, but the collective experience 
of our race. 

Under the new dispensation our 
politicians were at some point to 
decide and declare that we were 
too prosperous. After this first 
miracle had been wrought, the 
politicians would then proceed to 
reduce government expenditures 
and raise taxes—so went the new 
economic rubric. 

But the new doctrine also had @ 
converse remedy for depression 
Again it would fall to the poli- 
ticlans to declare we were not 
prosperous enough. At that point 
they would reduce taxes and up 
government expenditures, no mat- 
ter what happened to the budget 
in the process. 

“Jeez!” “Oh “How 


poy!” and 


jolly!” were, I am told, the respec- 


ive ejaculations with which poli- 
ticians of the Anglo-Saxon world 
received that invitation to pile up 
a deficit. 


The Prevalence 

And it was an invitation from 
the very pinnacle of modern eco- 
nomic authority. Indeed, you need 
not be surprised if in the near fu- 
ture you see in pork-barrel ap- 
propriations a handsome sum to 
cover the erection in every State 
capital in your land of a fine 
statue to the late John Maynard 
Keynes. For it was that fantast, 
as Garet Garrett has called him, 
who was indubitably the answer 
to a politician’s prayer. 

By the application of Keynesian 
or neo-Keynesian, or even crypto- 
Keynesian theories, it has even 
been possible for politicians, or 
their bureaucratic advisers, to dis- 
cern a state of depression, and to 
go in for deficit financing, while 
an economy functioned at well- 
nigh its highest peacetime level. 
In other instances taxes have been 
upped but government expendi- 
tures have gone up with them to 
such an extent that the widely- 
advertised anti-inflationary effect 
of high taxes has been largely 
nullified. 

It said, of course, that we 
have to turn our backs upon his- 
nd to discard the warnings 
homely maxims, in order to 
off what usually goes under 
the generic name of Communism 
Let me expose my naked Victor- 
ianism that I could 
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to me to argue a basic and a very 
dangerous lack of faith in de- 
mocracy. 

But what, for instance, did we 
businessmen in our role as cit- 
izens do while the politicians were 
listening to and acting upon the 
advice of those who saw in Fuil 
Employment, no matter by what 
means achieved, the be all and 
end all of existence? What was 
our part in that and other battles 
—battles whose outcome would 
probably decide the fate not only 
of private enterprise but of per- 
sonal freedom as well? 

Most of us, I fear, went on with 
our golf and our bridge just as 
if nothing were happening; or as 
if nothing could be done about it. 
Is it not perhaps fair to suggest 
that we valued our comfort more 
than freedom, and that we felt the 
expenditure of a sufficient sum of 
money through appropriate chan- 
nels would give victory to the 
American way of life? 

Let me remind you that those 
who “put over” the new order did 
not believe nothing could be done 
to change things. Despite the fact 
that they had set out to attack the 
system which had made us great 
and prosperous, and had even 
given them the highest standard 
of living in the world, they went 
confidently to work. Because of 
their sense of dedication, plus 
their willingness to do dull and 
tiresome jobs day in and day out, 
they nave achieved results far be- 
yond their wildest dreams. In- 
deed anyone who wants to see 
what hard work plus dedication 
can accomplish, let him look at 
the economic and social policies 
now being pursued by the Anglo- 
Saxon world. Strangely enough, 
the hard work was done in pursuit 
of the objective of more of every- 
thing for less effort! Unfortunately 
for those eager beavers, and for 
society at large, the means by 
which they hoped to achieve their 
objective were all more or less 
inflationary in character. Since 
Marx and Lenin declared the de- 
struction of Capitalism by any ana 
all means to be the first goal of 
Communism, Stalin and his Polit- 
buro must be getting a great kick 
out of the current inflationary 
policies of Anglo-Saxon Govern- 
ments. For surely no better means 
for the destruction of Capitalism 
could have been devised, even by 
the Kremlin, than destruction of 
the value of our money. 

Yet practically all the policies 
being pursued by Anglo-Saxon 
Governments today, such as cheap 
money, deficit financing, welfare 
transfer payments, price supports 
or subsidies, minimum wages 
without reference to productivity, 
are inflationary. They thus have 
the effect of destroying the value 
of our money. In fact, our gov- 
ernments have now become coin 
clippers on a truly staggering 
scale. Small wonder that the In- 
ternational Monetary Fund now 
expresses alarm at the devastat- 
ing e!fects of inflation on a wor'd 
scale. It seems strange, however, 
that it has taken more than four 
years for the Fund to see the in- 
evitable inflationary effect of in- 
ternational postwar economic pol- 
icies, many of which derived their 
inspiration from that institution. 

Is all this not exactly what 
Marx and Lenin hoped and 
planned for; and what Stalin and 
his evil collaborators have con- 
sistently worked for? Certainly it 
is hard to imagine anything more 
suicidal for those who still profess 
a belief in human freedom thin 
the continued pursuit of such pol- 
icies. Will history have to record 
that we ourselves destroyed Capi- 
talism through inflation? 


Playing Into Russia’s Hands 

Whether we destroy Capitalism 
ourselves, or whether it is done 
through the machinations of Mos- 
cow, will make little difference 
to Stalin and his Politburo. It is. 
however, terrifying to see the ex- 
tent to which we of the Angilo- 
Saxon world are willing, through 





Volume 172 Number 4946... The Commercial and Financial Chronicle 


following inflationary policies, to 
play into Russia’s hands. It is 
equally annoying to think that 
this playing into the hands of our 
enemies is dO..e in tne name oft 
social welfare, 

Our vaunted intelligence must 
look pretty contemptible to Mos- 
cow as we allow ourselves to be 
lured by doctrinaires to our own 
ultimate destruction in the morass 
of inflation. Perhaps indeed the 
contempt thus engendered will 
have its influence on the further 
development of Russian policy. 
After all, if, through our own 
policies, we make ourselves look 
stupid enough in Russian eyes 
they may figure we really are 
nothing but a bunch of pushovers. 


Entering War on an Inflationary 
Level 


At this grave juncture we are 
faced with the possibility of a 
third world war, Already the con- 
flict has assumed the character of 
a two-front war, that bane of all 
good strategists. On one front we 
are fighting the physical forces of 
Communisin; on the other we are 
being stabbed in the back by 
Communis n’s greatest ally—infie- 
tion, and largely self-engendered 
inflation at that. Does this not 
give rise to the question: Where 
exactly does soft-heartedness and 
muddleheadedness stop and trea- 
son to our way of life begin? 

We went into this strange con- 
flict not from a depression level, 
but from an inflation level. The 
question now arises: Can the de- 
mands of war be met without 
greatly curtailing many of the 
governmental services we have 
come to regard as essential? 

Many times in the past few 
years we have demonstrated our 
belief that we can have our cake 
and eat it too. If there should be 
a third world war it will certainly 
be the most costly and destructive 
in human history. Can the full 
demands of such a war be met 
without relieving the economy of 
many another claim upon the 
fruits of production? Is it not 
essential, for instance, to keep our 
social demands within bounds lest 
their claims upon production prove 
so great as to cause a terrible 
economic debacle through violent 
inflation? 

Should we have an economic 
debacle, the resultant social tur- 
moil would undoubtedly produce 
most devastating political reper- 
cussions. Indeed, we might well 
see the death of liberty and the 
triumph of dictatorship through 
our own refusal to realize that 
there is a limit to the burdens one 
can put upon an economy. 

All that I have been saying to- 
day may appear harsh doctrine. 
Yet is it not time we again began 
to recognize that this is a hard 
world, and that not all our soph- 
istry will ever serve to make it 
really soft? “As ye sow so shall 
ye reap” is still a truth which we 
ignore at our peril. 

Above all let us refuse to act 
longer upon the false assumption 
that means to an end are of no im- 
portance; or upon the evil as- 
sumption that two wrongs make 
a right; or upon the morally de- 
structive assumption that we can 
by any species of economic or 
political smart-aleckry hope to 
get something for nothing. 

In discharge of the high office 
to which destiny has called the 
United States as a nation, all the 
Western World will hope and 
work for your success. It will also 
pray you will never forget that 
personal freedom is the true basis 
of your strength. 

There are those who appear to 
act upon the assumption that we 
have already lost the right to life, 
liberty and the pursuit of happi- 
ness. But such is not my belief. 

On the other hand, it must now 
be plain to all that the desperate 
struggle in which the Anglo-Saxon 
world is engaged today is one 
which perils our religions quite 
as much as our liberty and our 
welfare. The struggle is thus a 


moral as well as a physical and 
economic battle. 

As businessmen let us never for 
one moment forget that what is 
called the Anglo-Saxon civiliza- 
tion is essentialiy a business civil- 
ization. Such being the case, you 
and I as businessmen seem to me 
to bear a very great burden of 
responsibility. We in particular 
stand in a trustee relationship to 
our North American civilization, 
and upon the continued existence 
of that civilization now rests the 
future of all civilization. In truth 
we have reached the stage where 
upon our sense of dedication; upon 
our individual as well as our col- 
lective ability to think honestly 
and to act courageously and un- 
selfishly as citizens, lies the only 
real hope of preserving this our 
cherished way of life. 

We North American business- 
men, in short, are inescapably 
cast in the role of world leaders. 
Let us resolve to be worthy of so 
great a trust. If we should shirk 
our task, or if through careless- 
ness or indifference or incapacity 
of mind or spirit we should fail 
in the task of leadership, then 
make no mistake about it, our way 
of life is doomed. 

Then we shall indeed have been 
weighed in the balance and found 
wanting. 


Manley, Bennett to 
Admit Victor Dhooge 





Victor P. Dhooge 


DETROIT, Mich.—Maniley, Ben- 
nett & Co., Buhi Building, mem- 
bers of the New York, Detroit and 
Midwest Stock Exchanges, will 
admit Victor P. Dhooge to part- 
nership on Oct. 5. Mr. Dhooge, 
who has recently been with Blyth 
& Co., Inc., was in the past with 
M. A. Manley & Co. 


American Stores 3°, 
Loan Privately Placed 


The American Stores Co., 
through Lehman Brothers, has 
concluded arrangements with an 
insurance company for a $10,000,- 
000 3% loan. The’ purchasers 
agreed to buy $5,000,000 of the 
company’s notes prior to Dec. 31, 
1950 and the remaining $5,000,000 
at anytime prior to June 30, 1951. 

This arrangement is in addition 
to $15,000,000 principal amount of 
promissory notes sold privately to 
the same insurance company un- 
der an agreement concluded in 
1947. 


All the notes wiii be due Aug. 1, 
1967, subject to a repayment 
schedule beginning Aug. 1, 1954 
and amounting to 442% annually 


of the aggregate principal sum 
borrowed. 
William Park, President of 


American Stores Co., stated that 
the purpose of the financing is to 
provide funds for additional facil- 
ities and increase working capital 
required by its expanding busi- 
ness. 

American Stores Co., with head- 
quarters at Philadelphia, Pa., op- 
erates stores and supermarkets in 
seven states and the District of 
Columbia. Sales for the first five 
months of the current fiscal year 
through Sept. 2, 1950 were 8.7% 
ahead of sales in the correspond- 
ing period last year. 
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Securities Salesman’s Corne 


By JOHN DUTTON == 




















Several years ago a friend of mine was having a pretty hard 
time of it working as a trader for a New York firm. Things were 
slow—this firm specialized in textile securities—and although 
efforts were made to develop business, nothing much could be 


accomplished. 


One day I had a telephone call from another 


friend who was a dealer, and who was developing a retail clientele 


and trying to build up his business along sound lines. 


He asked 


me if I knew this fellow who was the trader and I told him that 


I felt favorable toward him. 


; The two of them got together and things have worked out 
nicely. The reason I am telling you this is that I think the basis 
for the success of this team was the sort of relationship which 
should exist between an honorable and able salesman and the 


firm for which he works. 


Too often there is suspicion and dis- 


trust in an organization. The salesmen think they are being mis- 
treated—that they don’t get enough leads—that they are even 
treated dishonestly in the settlement of their commissions—that 


there are foo many house accounts and all the rest. 


Sometimes 


this is true, and it can never be the foundation upon which a 


healthy business can be established. 


who expect too much. 


Then there are salesmen 


They are born grumblers, excuse makers, 
and fellows who want to do it the easy way. 


They will let 


expensive leads lay around on their desks until they get cold 


and worthless. They won’t cooperate and try new ideas. 


They 


think the boss is getting rich off them and they are always 
looking for a softer job or a supposed better break. 


This team didn’t think that way. 


I remember what my friend 


the dealer said to me when we discussed the idea that he might 
give this man who had been the trader a sales job. He said he 
liked his looks, he thought he was a worker, and he said, “I am 
going to give him a drawing account and gamble on him—I want 
him to know that I believe in him, and at the start when we are 
building up his territory, I don’t want him to go home at the 
end of the week, and if his wife says she would like to take in 


a movie that he will have to say 


, ‘No, I haven’t got the money.’ ” 


The program has worked out fine. This dealer places his men 


in territories. 


He also works a plan. 
a letter I just received from him: 


I would like to quote from 
“Business has been moving 


along nicely here and we are constantly sharpening our methods 


of getting prospects and closing sales. 


From my own experiments 


I am confident that a salesman should be able to produce between 


$500,000 and $1,000,000 yearly. 


[He specializes in mutual funds.} 


Not only that, but a momentum is generated among current clients 
which means that one does not have to be working at top pitch 
every single day in the year. On this basis. I am building toward 
an organization of five men who should all enjoy good incomes 


and not burden me with some 
firms have.” 


The point here seems to be: 


team. 
qualified 


of the large organizations that 


conscientous men make a good 


Add sound planning, effective prospecting which produces 
leads, assigned territories, and 


helpful assistance in 


closing business and you will have success. 


DON’T LET YOURSELF 


Worry—When you are doing your level best. 
Hurry—When success depends upon your accuracy. 
Think Evil-—Of a friend until you have the facts. 
Believe—A thing is impossible without trying it. 
Waste—Time on peevish or pearing matters. 
Harbor—Bitterness in your soul toward God or man. 


—From Lee’s “Dairy Messenger,” Orlando, Fla. 


World Bank Bonds 


Traded on Paris Bourse 
The 25-year 3% bonds, with 


consent of French Government, 
listed by Lazard Freres & Co. 
and Banque de Paris et des 
Pays-Bas, the paying agents, now 
have market in France. 


Trading in the 25-Year 3% 
Bonds of the International Bank 
for Reconstruction and Develop- 
ment started Sept. 14 on the Paris 
Bourse. Eugene R. Black, Presi- 
dent of the International Bank, 
recently announced in Paris that 
the Ministry of Finance had au- 
thorized the introduction and list- 
ing of the Bank’s dollar bonds in 
France. ‘The listing application 
was made by Lazard Freres et Cie. 
and the Banque de Paris et des 
Pays-Bas, who will act as paying 
agents in France. 

The opening quotation for the 
3’s established by the Compagnie 
des Agents de Change de Paris 
was 375,000 French francs, equiv- 
a'ent to approximately $1,071 per 
$1,000 bond. In accordance with 
the customary practice on the 
Paris Bourse, the bonds are traded 
on a “flat” basis—that is, includ- 
ing accrued interest. 

Mr. Black expressed himself as 
particularly gratified that the 
French financial market would 
henceforth be in a position to in- 





terest itself directly in Interna- 
tional Bank bonds. He stressed 
that this development as well as 
similar steps taken by other 
countries reflect the exceptiomal 
value of these securities and the 
international character of the 
Bank. “The Bank is most appre- 
ciative of the full cooperation 
and assistance received from the 
French Government,” Mr. Black 
commented, “without which this 
operation could not have been 
carried out.” 

Under present French foreign 
exchange regulations residents of 
France may purchase, in the 
United States, International Bank 
bonds with dollars acquired 
through the sale jn the United 
States of other securities. Inter- 
national Bank bonds so acquired 
will from now on be officially 
traded on the Pais Bourse and 
may be purchased directly against 
French francs. Payment in France 
of interest and principal will be 
made through the French pay- 
ing agents, who will in accord- 
ance with present exchange reg- 
ulations sell the dollar proceeds 
and pay the holders in French 
francs. 


With Inv. Service Corp. 


(Specia' to THE FINANCIAL CHRONICLE) 


DENVER, Colo. — Joseph C. 
Davis and Victor A. George have 
been added to the staff of Invest- 
ment Service Corp., Security 
Building. 
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As We See It 


in labor disputes. Welfare and pension funds (that is pri- 
vate plans of the sort) are also of other origins—except, of 
course, that both Administrations have done all they could 
to foster extensive labor monopolies which, in turn, have 
been able to employ the power thus provided them to 
exact many things from employers. 


Real Gains? 

3ut there are other and more important aspects of 
this situation. All too many unthinkingly assume that an 
hour deducted from the work week, a dollar added to the 
weekly wages, a dime more wages per hour, a restriction 
imposed here or there upon conditions of work, a dollar 
promised at retirement age, and all the rest are in fact 
gains. It requires but little contemplation to indicate that 
such an assumption is very, very dubious. It i: sndeniable 
—though one would scarcely suppose so to hear the com- 
plaints of labor leaders—that the pay of the laboring man 
has risen a good deal faster and farther than the cost of 
living since prewar days. What are known as real wages 
are higher today than in any prewar day—and if the 
realities of the situation are taken fully into account, 
higher than they have ever been at any time. 

This, moreover, is true after higher income taxes, 
which in one degree or another fall upon the wage earner, 
provided he has not too large a family. It is true also 
despite the reduction in the hours of labor, and in the 
unwillingness of many of the wage earners to exert them- 
selves fully, and in the face of many arbitrary restrictions 
which tend to cut the rate of production down. But this 
has been possible chiefly by reason of the energetic, ag- 
gressive, skilled advancement in technology and manage- 
ment during the years in question. It has, moreover, been 
a movement which has been carried along on the crest of 
a long-term inflationary trend which has as yet far from 
run its course. Money supply at this moment is greater 
in this country than it has ever been before. Except for 
a temporary lull during the first half of 1949, a definitely 
discernible tendency toward more active use of funds on 
hand was in evidence. That is to say, what is popularly 
known as the turnover of demand deposits—and probably 
of currency, though we have no precise measure of it 
was rising. All this before the Korean outbreak. There 
is no reason to doubt that it has been rising even faster 
during the past few months, and that it is even today, 
despite some slowing down of feverish buying, higher 
than at any time since 1939, except during the first few 
weeks of “scare buying” subsequent to the beginning of 
hostilities in Korea. 

Far be it from us to undertake to say how soon prices 
will catch up with the upward movement of wage pay- 
ments, or, for that matter, that they ever will. What we 
are perfectly certain of is that the fiddler will present 
his bill at one time or another, and that when he does we 
shall have to pay the inevitable penalty for all the finan- 
cial and related misdeeds of the decade or two which has 
just passed. When the bill-paying date is reached it may 
well be found that many, if not all, the boasted gains of 
labor can rather quickly disappear into thin air. 


The Penalty 

We found by sad experience what such a penalty 
was after the demise of the New Era of the 1920s. Labor 
as well as all the rest of us had to pay through the nose 
during the ‘Thirties. There had been much talk during 
the latter part of the "Twenties about the gains of labor, 
and about the abolition of poverty. And in 1928 or 1929, 
it appeared to many, perhaps to most, that these gains 
were very real, and probably would be permanent, the 
more so since prices had not risen, indeed had declined 
somewhat for a few years. However, although we—or 
many of us—did not realize it, we were really riding on 
the crest of inflation which stemmed from World War I 
and the development (and misuse) of the Federal Reserve 
System. 

Today the inflationary potential flows from public 
finance, and its incredible misuse of the Federal Reserve 
banks. The vast rise in money supply has come not from 
huge brokers’ loans and the like, or even from increase 
in private lending, but from purchase by the banks, even 
the Federal Reserve banks, of almost astronomical 
amounts of Federal Government obligations. There are 
those, of course, who seem to suppose that the fact that 
the central government is the debtor in all this has some- 
how taken the curse off. They were never more mistaken 
in their lives. It is probably true that the fact that so 
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much of the debt has been monetized prevents, or at all 
events minimizes, the danger of sudden collapse of the 


banking structure, but this has been accomplished 


if it 


is to be regarded as an accomplishment—at the expense 
of virtually all else which in the past has tended to keep 
the banks, the finances of the cuuntry, and the credit of 
the country in a really sound condition. In a rather real 
sense we have converted these bonds into currency, and 
have provided no way of retiring any of them. That is 


really what we are boasting 


about. 


When these chickens come home to roost the “gains” 
of labor may not appear so genuine as they do to many 


today. 


Continued from page 13 


The Investor Looks at Accounting 


would have had any difficulty in 
locating an item of that character 
if it were carried in the income 
statement with other revenues 
and expenses. 

There has been some criticism 
of the practice of the SEC to in- 
sist on including all such items in 
the statement. One of the 
reasons trequently given for tne 
criticism is that the inclusion o 
unusual, non-recurrent 
the prolit and loss statement m2} 
distort that siatement. However, 
this criticism overlooks the fact 
that the Commission accepts, aid 
even encourages, a segregation ot 
such items in the profit and ios 
statement so that their unusudi 
character is made amply ciear it, 
un appraisal of the statement of 
net income. 


1icomie 


items lil 


Let me give you another exani- 
ple. Again I want to make amply 
clear that | am not citing this ex- 
ample in order to defend one side 
or another in a dispute over ac- 
counting principle. I cite it be- 
cause it illustrates some of tre 
problems that an agency like tie 
SEC can tace in dealiig with an 
attempt to depart from objective 
and unilorm practice. 


Case of U. S. Steel Statements 
In inv 
competent 


view, one of the most 
and dramatic presenta- 
tions of the economic probie.us 
faced by management in a rising 
price cycle was made several years 
ago by United States Steel Cor- 
poration. U. S. Steel added 
item of over $26 million as addi- 
tional “depreciation” for esti- 
mated replacement costs. The ei- 
fect of taut change was of course 
to cut down correspondingly tae 
statement of net incoine for the 
year. Sieel’s argument was sim- 
ple. It said in effect “Costs have 
gone so high that when a machi.ie 
now in use wears out, it will cost 
more to replace it than when tt 
Was installed. If, by the time the 
machine wore out we were to lay 
away orly the historical cost, we 
would not be able to replace the 
machine. Therefore we must take 
added depreciation as an expense 
and show iess profits.” 


ail 


The Commission decided that it 
could not accept Steel’s income 
statement presented in that form. 
That presentation was not in ac- 
cordance with the conventional 
concept that the aim of deprecia- 
tion accounting is to amortize cost 
and not to provide for replace- 
ment. 

But the critic 
tional concept 


of the conven- 
argues that the 
conventional concept does. not 
show the real facts about profits 
He points out that a statement of 
net income according to traditional 
accounting is far from being a 
statement of economic profit if 
some of that income must be re- 
tained to keep the business tooled 
up The defenders of the conven- 
tional view recognize that for 
practical purposes the business- 
man and the analyst must look 
beyord the accountant’s presenta- 
tion to find significant economic 
realities. But that, they say, is no 
regrettable than the fact that 
thermometer 


more 


a 2000 records tem- 


perature but doesnt diagnose 
sickness. 

When we decide issues like 
those presented by United States 
Steel we know that practical busi- 
nessmen and financial analysts 
carnot read the whole story in the 
financial statement without look- 
ing further into broader economic 
realities. But consider for a mo- 
ment the other probiems pre- 
sented to the Commission as an 
agency having responsibliity for 
corporate disciosure. If deprecia- 
tion is not to be based on cost, 
why should assets be carried at 
cost? Shouldn’t the plant account 
be reviewed with every change i 
the price level? And if so, wnose 
revaluation will be accepted, and 
tow often? What, if not cost, 
should be the basis of deprecia- 
tion—-today’s replacement price, 
or what? Should an index be 
used? Whose index, taken how 
often, and how many indices 
should there be for different types 
of equipment? Should this be al- 
lowed on a permissive basis, or 
should all companies be required 
to change their method of account- 
ing? Suppose the new equipment 
is more productive than the ola’ 
And so on almost endiessly. 

I repeat that only an objective 
and uniform system can avoid 
such problems. 


Question of Economic Reility and 
Accounting Conventions 

The happy marriage between 
economic reality and accounting 
conventio 1 may never be achieved. 
Economic i:eality is pernaps no 
more ‘real’ than accounting con- 
vention. Economic ideas are often 
as ambiguous as any oihers. What 
is income? There are as many an- 
swers there are reasous ior 
asking the question. But the ac- 
counta.t Is expected to produce 
one single reliable statemeiit 
income. 

Uniformity and objectivity ip: 
accounting are values that can 
sometimes pe realized only at the 
cost of other ideals. Business ilie 
is dynamic it surges through 
year-encs and oher fixed periods; 
business values change in ways 
that are not comprehended in tie 
accountant’s idea of ‘realization’ ; 
and sometimes those changes can- 
not be expressed with certainty 
or adequacy in terms of a nominai 
dollar. 

It is not surprising therefore 
that criticism of accounting con- 
ventions shouid be dramatized by 
rapid changes in business cycles. 
If you look back at earlier litera- 
ture you will see that many ot 
our accounting principles repre- 
sent victories over internal ma- 
nipulation of accounts. Early ex- 
perier.ce tended to show that il 
you let everyone tell the truth in 
his own way too many people 
were going to tell you something 
other than the truth. 

But the fear of manipulation is 
not my reason for defending uni- 
formity and objectivity in ac- 
counting. More important is tie 
fact that even honest differences 
of approach in an accounting pre- 
sentation will result in statements 
that may tell the truth in their 
own way, but will distort eacn 


as 


of 
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other. Perhaps refine nd de- 
tailed analysis can make ally 
est statement comparable 
any other honest statemeut. Bui 
it is Lopeless to expect the oi- 
ainary investor to ch an 
analysis. He looxs at end 
sults and ihey 
the mariner’s compass i.. a iog. 

The evolution of prin- 
ciples of accounting has re 
sented what might callei a 
“tooling-up” development of the 
profession. It is only pari of tne 
profession’s enviable history of 
achievement. A more fundamental 
development has taken place in 
the stature of the prolession and 
in its iceals of service and 
pendence. 


hon- 
with 


Miant > 
| 


are te “hke 


pre- 
I 


mae- 


Responsibility of Accounting 
Firms 
stress that word-—inde- 

The manage:ment of a 
may hire and iire ac- 
counting firms. But tie accouli.= 
ing firm’s obligation runs far b 
yond ma: agement. It to th 
public. The accounta:.t needs to 
be independent in order io fuliil: 
that obligation. Tne L:nissio.t, 
under ise law, requi certifica- 
tion by indepenvent a intents. 
gut, in addition, the very exist- 
ence of the Commission is an aiG 
in Maintaining indepencence. it is 
a great comfort to a iIndc- 
pendent tirm to be tell an 
occasion:l management that tries 
to depart liom sound 
that the SEC has the ulii 
thority to accept or 4g 
Official iiling, and that 
agement cannot cna 
counting »rinciple 
accounting firms. 

The Conmission has, si 
creation, encouraged the 
sion itself to evolve ccounting 
practice out of the actual, bread 
and butier probiems h woici 
the profession deals, The Com- 
missicn continues to seek the co- 
operation of the prote 
cause that cooperation has 
sO fruitiul in the past 

Of course, differences otf 
ion develop. Our staif end we 
should be patient ani willing to 
listen to justifications for uncon- 
ventioral ways of doicg thing 
Sometimes we are persuaded. 
Often a middle ground can be 
worked out. But wheth 
arguments persuade us or nt 
participants generall 
vinced that we don’t exe! 
ultimate statutory au 
the mere sake of havi: 
word. We can't help bu 
our statutory job of u 
disputes. When we 
them we must bear t! 
the investor in mind 
needs irclude objectivity, 
formity 


Panzma Bond issue 
Piaced hy Lehm2r 


Leh: York 
City nnounced Sept. 21. the 
private placement ot 10,500,009 
Republic of Fanama external 
secured serial bonds, dated July 
15, 1850 and due ai ally on 
March 15 from 1951 to 1995 incl i- 
sive. The boncs are secured b 
the irrevocable assignment of thi 
$430 000 received annually by 
Panama from the United States 
pursuant to the Canal Z » treaty 
of 1936. The new bond issue, 
which Lehman Brothers sold to 
institutional investors. ne2o- 
tiated in conn2:t_on with the re- 
funding by Panaia of its 
standing external dollar indeb-ed- 
Official notice of tie call 
of such obligations has st been 
made by Panama 


Let me 
pendence. 
compiny 


-~} ‘ 
ab'C { 


ce 


proles- 


Ss=10n DeC- 


been 


opin- 


an lIsrothers, New 
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ness. 


With Hamilton Managem’t 


DENVER. 
Chamberlin, 
Robert N. Jewett, Edw 
taka: sci, and Douglas 
have been acded to 1 
Hamilton Marageme 
ton Building. 


Colo. 


TY 
rmorace¢ 


Claude L. 
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Boom and Bust, and Gold 


booms and succeeding busts will 
be almost unknown.” 

1 trend turned downward 
when the cebt structure became 
top-heavy. The irend turned up- 
ward when repudiation of debts 
or devaluation of paper cur- 
rencies reached a level below the 
amount justified by the country’s 
sound y assets of gold and 
silver. 


ra) 


ana 


mone 


Gold Equities Reverse “Bust” 


Trends 
During the bust periods of com- 
» it prices, corporation stock 
price rigages, boncs, etc., the 
value otf gold-backed currency 
bco...ed. Coincidentally, the prices 


5.0:ks of companies producing 
oney metals, notably 
gold, turned upward during de- 
p io revcrsing general busi- 
s cycles. 

For example, when the _ bull 
rarket of 1929 turned downward, 
the gold cycle turned upward and 


4 


ie tard 


CS Ss, 


Nn 


continue; that course through 
936. During this period, the gold 
stocks were climbing; Alaska Ju- 
neau advanced from $414 to $33 
a s are: Buffalo Ankerite, from 

ec to $1214: Buololo, $1 to $374; 


Dorre Mines. $4.40 to $61: Golden 


Cycle, $5 to $50; Hollinger, $4 to 

1; Lake Shore, $15 to $59: Home- 
take (old stock) $5 to $544: Sis- 
cece Gold. 32e to $6.50; to name 
Cnly_a few of t' e gold stocks, some 
cf which (low-priced issues) ad- 
varcei es much as 10,000%. 

By ccntrast, during this same 
period, Anaconda Copper declined 
{ O1 [1747s to $3; American 
Smelting & Refining, from $130% 
to $51.: Calumet & Heczla, from 
$617, to $1%; Cerro de Pasco, 
rem £120 to $315: Hecla Mining, 
(rom £23%s to £2: Kennecott, from 
£1047. to $44 New Jersey Zinc, 
irom Ss"8 to $1415: Newmont, 
from $236 to $4°%; to name only 

fey »”° the lending base metal 
proc ucc 

In this cenrection, S. I. Miller, 
orinc} rector of Economics for 
Hun & Brac'street, pointed out 
that: 

Gold mining flows in the op- 

ertor of Economics for 
tid ind gold mining stocks in- 
cre°se ilue during depres- 
cicns in contrast with all other 

c rities. The value of gold in- 
crease s the value of other things 

creases and around this fect can 
I ritten the industrial history 
of tke world.” 

a out historv the Star of 
lie pire hes rested with the nation 
t' at owed or controlled the ma- 

rity cf the worl’’s gold. Great 
Brital s dominant in world af- 
airs from t-e middle of the Ren- 
‘ nee ntil it abandoned the 
gold standard during the first 
Wer'd War. Ivcidentally. the price 
cf gold i London, which was 
eouivolent to $4.05 an ounce 
arourd 1270 A.D.. was increased 
sx tires up to the beginning of 
the 1£th century when it was set 

t $20.67 an ounce on the assump- 
tion that gold was being produced 
on 1-to-16 basis with silver 
whic s then priced at $1.29 an 
Ounce 
Pre-cn’ London Gold Price Parity 

Ecu'‘valent to $102.17 an Ounce 

Great tain went back on the 
so'd st n 1925 but made 

en doing s t} ba- 

) > H7 an ol ich 

uNncel ( g Id As a result, 
ch gol o othe 

( e aS ag reed 
{ stand: Sep- 
1 ( : ( ti t tre 
( dinkL if has 

I Z alii imes 


(and decreased only once) as 
follows: 

U.S. Equivalent 

of London Price 

Conversions at 

Aver. Londo: Legal Monetary 
Price Parity) 
1930 84s 12dz2.s $20.67 
“1931 92 0 22.51 
1932 118 28.12 
*1933 124 10 30.38 
“1934 137 = 33.900 
1934 137 8 : 35.71 
*1935 142 1 58.54 
1936 140 3 57.80 
1937 140 9 57.98 
“1938 142 7 98.73 
‘1939 154 4 63.58 
“1940 168 69.21 
1941 168 ; 69.21 
1942 168 69.21 
1943 168 d 69.21 
1944 168 ¥ 69.21 
1945 168 69.21 
1946 172 3 10.95 
1947 172 3 70.96 
1948 172 3 - 70.96 
41949 172 3 7 70.96 
1950 248 me 102.17 


in 


“Increases. 


i 


-- 


New gold pound parity 
ry. 


‘ebiu 


tAfter 


$102.17. 


Sept. 


- 


$8.24 


18, devaluation 


Above figures compiled from 
report of Director of toe United 
States Mint. 

Inasmuco as the first increase, 
in 1931, was equivalent to on y 
$1.84 an ounce, little atten.io. 
was paid to it in tis ccuntry. in 
1932, however, tre total increise 
in price reached the equivaient ol 
$8.05 an ounce above the U. S&S. 
price, which was followed by a 
price equivalent to 39.71 above 
£20.67. As a result of these in- 
creases, our gold flowed out to 
Great Biitain and ot-o:r foreigi 


countries, finally precipitating the 
Bai k Holiday which was, in turn 
followed by an incresse In te 
U. S. price of gold wich shouid 
have been made concurrent y 
with Great Britain. 

Note tirat about the time tre 
United S‘ates increased the price 
of go'd to $35 an ounce, the pric 
in Great Britain was tiicreased to 
the ecuivalent of $56.71. A mone- 
tary v-lue of $56 an ou~ce, by toe 
way, W later set in this countr 
whe in i945, Cong-’ess passed 
the act lowering the required goid 
reserve backing of Federal Re 
serve notes from 40 to 250% 
25% :40% —$35:$56). 

Althougn the increa: in the 
price of gold in the Unrted State 
occurred Guring a deptession, it 
would be a mistake to assume 
that no increase~can be made or 
srould be made except ma“ busi.’ 
Such increases should} be made 


when gold actually | a% a 
recognized storage of 
cess 


of 


pa 


wW ide 
value in ex- 


iv 


locally established leg.l 


price such as we now have in this 
country. 

It is obvious that if-ary majo: 
country o: the worid ‘gives gold 
a targer measure of vélue in its 
economy tian some ot*er countrys 
coes, gold will inevifebly fiow 
from ine flatter country into tne 


ormer. 


in 


the 


When Great Writain and 
the countries associateg@ with her 
« 


terling bloc ggve gold 
the ll 


higrer m 


€ 


cK 


) 


easure of valpe 


omies 


Sevntembe 


by 


in 


devalyation 
) ' r ° ’ 
they thereby obtained 


) 


a 


4 


for themselves a big advantaze in 
world trac rd turned the fiow 
of gold nd foreign #irade aw 
from the United Stal 
United States Losing Gold : 
f & J cd States ?*: alreac 
lost yt oO soine Oj rel 
! rh also some dorne 
} rket resuH-—o Lt.ese ce 
vty ( Vloreoyve Ve nave 
lost « lf a bilfio dollars of 
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our gold supply and well over 
haif a billion more tnat we would 
normally have acquired in the 
course of our foreign trade with 
other countries. Each billion of 
gold we lose cuts away the legal 
backing for $4 billion Federal Re- 
serve notes. 

There are many peopie who be- 
lieve that we have nothing to 
worry about because we still own 


most of the worid’s gold, but 
they overlook the fact that we 
have a greater debt than ali of 
the rest of the world combined, 
and that actually our suppiy of 
goid in proportion to our IOU’s 
is far less wan it was when the 
price of gold was raised to $35 


«.n ounce in 1934. Moreover, as we 
normally handle ap;!roximaiely 
iour-filths of tae world’s trade, 
we need an equivalent amount ol 
gold to maintain that trade, which 
is essential to our prosperity. 

it’s the Use Made of Gold That 

Counts 

It is the use, in terms of value, 

that is made of gold that counts, 


rather than the quantity of goid 
in terms of ounces. Obviously 
Great Britain will not necd as 


m.ucn gold on the basis of $102.17 
an ounce as it would »s.ced if tnat 
country measured the value of its 
g0.d on t..e basis of $35 an ounce. 
France, by the way, is using gold 
on the basis of $486.50 an ounce 


and Italy, on the basis of $1,155 
an ounce; in otaer words, ticse 
would be the prices of gold in 


the Uuited Siates if this country 
had devalued its currency to 
€xXvene Mat France and 
Italy have done since 1937. 


tne 
Lamic or 
ily interest in monetary ac4- 
ceimics came about as a resuit of 
the 1907 panic whiecn, curiously 
e. ough, was the result of an in- 
crease In in.uustry and domescic 
.uaoe that called 10r more 1:ioney 
toan we had at that time; that 
our gold holdings had not 
c.eased 1n proportion to our popu- 
,at:on and the needs oi our coun- 
try’s indusiries. The result of tnis 
situation was the establisniment of 
“ederal 


is, 


Lil 


t_e teserve System in 
1913. Tonat System, however, 
should rot be coufused with ine 
p.eseiit Federal Reserve Systcin, 
which is a far cry froin the orisi- 
nal one, because the Federal hi 
serve Notes as originally csiab- 
lished were redeemable in gola 
At the time of the 1929 boom, 
I was editor of ‘Mines and Mar- 
kets’ in New York City ani i 
i oted and called attention to tne 
similarity of that boom ana tine 


European booms that exploded in 
the Mississippi Bubble 
South Sea Bubble ‘bu 
upended the French 
omics, 


1929-1936 Gold Cycle 


In the light of historica] facts 
as I knew them, I concluded eariy 


ana ul 
Vili 
Britisn 


it 


4 
ls ta 


and 
CCU 


in 1929 that there would soon be 
a bust” followed by a Gold Cycle. 
liowever, even after the “bust,” 
ihere were few who would agiee 

at a Goid Cycle woulda toilow. 
Frankly, the increase in tne price 


of gold was probably iilegal unde 
a strict interpretation of U 
States laws; but the laws of Nature 
es they operate in cycic could no 


ited 


be thwarted and the price of goi- 
was increaseaq 69% to $35 ail 
ounce. 

In the summer of 1944, a con- 
ference of the world’s leading 
monetary officials and experis 
was called at Bretton Woods 
cause it was generaily agrecd that 
something must be done to pru 
vide a solution for the onctary 
problems that would suredil 
follow the war. I attended that 
con’erence as an unofficial ofl 
server and was told that bot | 
and silver were outmoded and 110 
loneer really re-essary a ba 
Or a sound monetary vsie T! 
Conference did elin ate iive! 
but provided a toke: iount of 
gold for the International No 

iry Fund. Most of thi vid 


the way, was provided by the 
United States. 


Russia’s Managed Currency 
“ec Flops” 


Although I was not convinced 
by the arguments of Lord Keynes, 
Professor Laski and their asso- 
ciates that gold was actually out- 
moded and that a managed paper 
currency system could be made 
to take the place of a gold-based 
currency, I had to admit that if a 
managed currency system could 
be made to work, Russia with its 
police state controls mignt do the 
job. Actually, as events developed, 
it was only a little over two years 
betore Russia was forced to de- 
vaiue its paper currency 90%. In- 
cidentally, Russia also devalucd, 
in varying degrees, its govern- 
ment bonds and its citizens’ bank 
deposits. 

Russia Establishes Gold Ruble 

These Russian devaluations had 
the over-all effect of increasing 
the price of gold in Russia and 
apparenily resulted in that coun- 
try obtaining an additional supply 
of gold because as of Maren 1, 
this year, Russia revalued the 
ruble in terms of gold instead of 
the dollar. 

As matters stand today, there- 
fore, nearly one billion of the 
world’s population is in the Rus- 
sion gold ruble bloc and one pi!- 
lion in Great Britain’s sterling 
bloc, leaving only about 250 mil- 
lion in the American dollar bloc. 

As I have previously pointed 
out, Great Britain utilizes gold in 
its economy at the equivalent oi 
$102.17 an ounce, which gives it a 
big advantage in worid trade. | 
have been unable to secure figures 
from official sources as to the 
total measure of value which Rus- 
sia’s devaluation and revaluation 
gives to gold there, but it is not 
less than $79.10 an ounce and 
could be more, by reason of such 
rules and regulations as may have 
been invoked. 


Higher Foreign Gold Price Hurts 
U.S. Producer 

Even on the basis of $79.10 an 
ounce, the practical effect, for ex- 
ample, is to enable Tito of Yugo- 
slavia to sell us lead at 10¢ a 
pound, receiving payment in gold 
on the basis of $35 an ounce, which 
he can in turn use in trade with 
Russia on the basis of $79.10 an 
ounce. Thus, Tito, in effect, re- 
ceives the equivalent of approxi- 
mately 22¢ a pound for his lead. 
This situation gives Russia and her 
satellite countries a great advaii- 
tage over United States producers 
on many trade items, and some oi 


tne sterling bloc countries have 
an even better advantage than 


Russian bloc countries by reason 
of Great Britain’s higher parity 
prices for gold. 


Beginning of Current Gold Cycle 

When Russia devalued, in tie 
latter part of 1947, I became con- 
vinced that we were at the thresh- 
old of another Gold Cycle. Rus- 
sia’s subsequent revaluation of its 
ruble in gold instead of the dollar 
was a complete surprise to every- 
one because it was generally be- 
lieved that Russia would be about 
the last nation able to go back on 
the gold standard. Incidentally, 
Russia probably does not have 
more than five billion in gold, 
but, in view of the fact that its 
national debt is small and the 
further fact that it utilizes ils 
gold at a higher measure of value 
than the United States, Russia 
may acually be in a better posi- 
tion than we would like to thik, 
particularly in view of the fact 


that it 
tically to monopolize the trade o! 
the 


behind the lron Curtain 


is now in a position prac- 


China as well as European 


countries 


Average Gold Price Increase 485% 

Every country in the world has, 
either by devaluation or exchany: 
regulations, increased the price ol 
the first World War 


! 
Z0id since 





(1215) 31 


The average price increase for 
the ten leadiig nations has been 
435% or the equivalent of $124.87 
an ounce. Tnis compares with an 
increase of oniy 69% in the United 
States. inciaentally, this country’s 


1OU paper currency and public 
debt have i:.creased over 600% 


since tu.e price of gold was raised 
in 1934 .o 339 an ounce by Presi- 
dent Roosevelt. 

Since 1954 the average increase 
in earnings, prices and income of 
the foliowing has been 354% ac- 
cording to oificial U. S. Govern- 
ment publicacions: 


Net profit after taxes of 165 large 

CO. por. aus . 831% 
idex oi prices received by farmers 330% 
Index o- lumber wholesale prices 270% 
Index of meat wholesale prices . 260% 
U. S. personal income per capita 249% 
U. S. manufacturing weekly wage 

average 184% 

lf ine price of goid, without 
which tiieie would be no mone- 


tary stability, had been increased 
to correspond wiih the average oi 
the foregoitg tne price would now 
be $161. One may, therefore, con- 
clude that sooner or later earn- 
ings, prices and income will de- 
cline drastically or the price of 
goid will increase. 


It should be borne in mind that 
World Uperates on Gold Standard 
the world operates on a gold 
standard basis. Gold, and only 
gold, is accepted in payment of 
international trade balances. Gold 
is truly democ:atic, having the 
same value in the hands of the 
poor and weak as it does in the 
hands of tne rich and strong, ,No 
country that denies to its citizens 
the right to own gold can boast 
of being a true democracy. It isa 
citizens rignt to place a value 
upon gold, and he should, for that 
reason if :0 other, be permitted 


a free market for both gold and 
silver. In such a free market, 
which must inevitably come, a 
sound and adequate monetary 


value for gold would quickly be 
established. 

It is obvious that most of the 
world regards the $35 an ounce 
price for gold as too low, and ap- 
parently our Treasury officials 
think the same thing, because they 
are unwilling either to release the 
gold with which to restore the 
gold standard or to permit private 
ownership of gold. Meanwhile, the 
national debt is increasing, which 
is just another way of saying that 
we need more and more gold as 
backing for the\national debt if 
that debt is ever to be repaid. 

The only alternative to obtain- 


ing more gold is to increase the 
measure of value of our gold as 
Great Britain, Russia and some 


40 other countries have done The 
devaluation of the U. S. dollar in 
terms of its buying power has al- 
ready occurred and an increase in 
the price of gold would be no 
more than an acknowledgment of 
the facts. 

It seems reasonable to conclude 
that we shall never return to the, 
5c loaf of bread, the 5c “Saturday 
Evening Post,” the 1¢ daily news- 
paper, former labor and material 
costs and low taxes. We must, 
therefore, either establish a higher 


measure of value for gold in our 
monetary system, or return to 
former price and cost levels—or 


take the Out of Repudiation. 

We can lick Russia and almost 
any combination of countries in 
the world in a shooting war, but 
time ard again it has been proven 
that peace can be won and main- 


tained only in the field of eco- 
nomics. The big question of today 
is Can we win the Economic 


World war unless we give gold the 
same measure value in our 
economy as it has in the economies 


oO! 


of the rest of the world? 

Gold must rot be considered 
lightly either in relatio) to money 
or as the one and onl form of 
wealth that for over 50 « turies 
has demonstrated its transcendent 
power over nations, economies and 
every effort t! van has made to 


provide a 
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Sound Banking— 
Qur Common Problem 


rosiun of the foundations we have 
been trying to build for a free 
world and a peaceful world for 
all peoples. ; 

Our leadership in world affairs, 
our military responsibilities, rest 
fundamentally on the rightness of 
our cause and the strength of our 
economy. We cannot meet these 
responsibilities without a strong, 
dynamic economy. It is no over- 
statement to say that the peace 
and safety of the world are de- 
pendent on a strong American 
economy. 

The American dollar and the 
securities of cur government have 
always been symbols of the 
strength and integrity of our 
country. Our institutions, the 
-freedoms which we cherish, not 
foc ourselves alone, but for all 
mankind. rest on the foundations 
of a strong economy. We must 
above all maintain the soundness 
of our credit institutions and our 
financial structure. 

History shows that whenever 
the forces of inflation have been 
allowed to run ramvant in a coun- 
try, the faith of its citizens has 
been shaken and the strength of 
their economy and of their gov- 
ernment itself has been put in 
jeepardy. We saw how a runaway 
inflation in Germany after World 
War I usbered in Hitler and how 
the astronomical Chinese inflation 
paved the way for communism in 
China. 

We must fight with all the re- 
sources at our command in this 
country to eradicate the cancerous 
sore of inflation so that it will 
not eat into the vitals of the 
greatest economy the world has 
ever known. 

This is the most pressing in- 
ternal problem before Our coun- 
try today, and it is ours in 
common, It is not around the 
corner. It is here right now. 

It is the common problem not 
only of those of us in the finan- 
cial community. but of every 
American citizen, 

At every turn in the economic 
road there are alarming symptoms 
ef the forces of inflation which 
are already at work. Let me go 
over with you quickly a few facts 
which highlight the seriousness of 
the problem we face. 


Credit Expansion Already 
“Phenomenal” 

Since Korea the loans of all 
commercial banks are estimated to 
have increased $2‘ billion. This 
expansion is phenomenal. It is 
very much larger than in the 
same months of 1948 when the 
postwar inflation was sufficiently 
Zrave for Congress to meet in 
special session to take steps to 
deal with it. 

Consumer indebtedness has 
been growing at a spectacular rate 
in the past few months. Credit 
extended to consumers, exclusive 
of the money they owe for the 
purchase of homes, is now esti- 
mated at more than $20 billion. 
This is a record volume, but even 
more significant is its recent 
rate of growth. Adding to this 
amount the $40 billion of home 
mortgages brings the total debt 
of consumers at the present time 
to more than $60 billion—an in- 
crease of roughly $10 billion in 
the past 12 months. 

Prices had begun to move up- 
ward even before the outbreak of 
hostilities in Korea, The pace has 
quickened measurably since Jure 
25. By mid-September the price 
index for 28 basic commodities 
was 2? above the June level 
and 3 higher than in March. 
The average levels of all whole- 
sale commodity prices and of 
consumer prices have risen sub- 
Stantially in this same period. 


5, 
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You are all well aware of the 
snowballing tendencies of infla- 
tionary pressures. Here are a few 
additional factors to consider in 
our present situation. For one 
thing, attitudes of businesses and 
individuals are less cautious than 
earlier in the postwar period. 
Experience of a rapidly rising 
price level is fresh in the mem- 
orics of most people. Profits are 
in record volume and many busi- 
nesses and individuals are in a 
highly liquid position and there- 
fore able to carry out extensive 
buying plans even without bor- 
rowing from banks or other lend- 
ing agencies. 

The threat of still higher prices 
in the months ahead results not 
only from the existence of a 
strong demand, but in many cases 
trom mounting costs of labor as 
well as materials. You are all 
familiar with the current pattern 
of price and wage increases. 

Unless we live up to our re- 
spensibilities the outlook for a 
serious inflationary spiral is fore- 
boding. Inflation would diminish 
incentives. It would misdirect 
tremendous amounts of effort into 
nonproductive areas. Nothing 
would be more disruptive to mo- 
bilization than a merry-go-round 
in which wages and prices chased 
each other. Nothing would serve 
more to increase the total cost of 
the defense program. Clearly, we 
must use every possible means 
to curb inflation. I do not need to 
emphasize that inflation would 
cause untold hardship throughout 
our economy, particularly to peo- 
ple dependent upon fixed incomes 
and money savings and to our 
great educational and religious in- 
stitutions. 

It will be no easy task. There 
is much more to the problem than 
merely imposing a few direct con- 
trols. If we have learned any 
economic lessons from our expe- 
rience in World War II and the 
postwar period, it is the fact that 
direct controls will not prevent 
inflation. They serve mainly to 
retard its impact. Once we have 
a vigorous and effective program 
for fiscal, monetary and credit 
actions the need for direct con- 
trols will become less urgent and 
their use can be limited to specific 
situations, 


Pay-As-You-Go Financing 

A well-rounded program, in my 
opinion, should have as its key- 
stone a tax system which would 
put the entire defense effort as 
far as possible On a pay-as-you-go 
basis. The President correctly 
emphasized the necessity for this 
in his recent broadcast and I 
think it imperative that there be 
strong public support for higher 
taxes ail along the line. That 
means we must cut down the 
spending power of all but the low- 
est income group. “During World 
War II,” the President said, “we 
borrowed too much and did not 
tax ourselves enough. We must 
not run our present defense ef- 
fort on that kind of financial 
basis.” 

I sincerely hope we will have 
the political courage to levy ade- 
quate taxes across the board and 
to economize on nonmilitary ex- 
penditures of government and to 
postpone deferrable projects at 
every level—Federal, State and 
local. Of course, it will take time 
for a tax program to be effective. 
In the meanwhile our main re- 
liance must be on_ allocations, 
control of inventories and meas- 
ures to curb the expansion of pri- 
vate credit. Without that we can- 
not hold the line. 

Certain concrete anti-inflation- 
ary steps have already been taken. 
By themselves they are inade- 
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quate, although they are a be- 
ginning, and a good one. In 
mid-July, the American Bankers 
Association and other organiza- 
tions of financia] institutions 
cautioned their memberships 
against the use of bank credit to 
stimulate inflationary tendencies. 
On Aug. 4, the 52 supervisory 
authorities in the United States 
issued a joint statement outlining 
a basic policy for the lending 
operations of financial institutions 
during this period of intensified 
defense efforts. You will recall 
that this was a strong appeal for 
the voluntary cooperation of every 
financial institution in the coun- 
try in restricting unnecessary 
credit. 

This was a forthright recogni- 
tion by all of us that our common 
problem throughout the coming 
months would be the maintenance 
of a strong and healthy economy 
backed up by a sound banking 
system. It was a clear-cut warn- 
ing that bank credit for non- 
essential purposes would have to 
be curtailed if we were going to 
avoid a spiraling inflation and to 
bring our maximum productive 
potential into the defense effort. 
Inadequate Specific Steps Taken 

Recently the Federal Reserve 
System has taken several specific 
actions designed to restrict the 
use of credit. Open market oper- 
ations have been directed toward 
making bank reserves less readily 
available and discount rates have 
been raised from 1'2% to 1%4% 
throughout the country. The Sys- 
tem has stated that it is prepared 
to use all the means at its com- 
mand to restrain further expan- 
sion of bank credit consistent with 
the policy of maintaining orderly 
conditions in the government se- 
curities market. 

When the Defense Production 
Act became law on Sept. 8, the 
Board moved within the hour to 
reinstate consumer instalment 
credit controls. Starting on Mon- 
day, Sept. 18, credit terms on 
automobiles, refrigerators, tele- 
vision sets and other consumer 
household goods were again 
brought under regulation. The 
initial terms might be considered 
moderate, but we have the assur- 
ance of the most responsible ele- 
ments in the trade, who should 
know the most about it, that they 
are adequate to curtail instalment 
credit expansion. We have al- 
ready instituted spot checks to 
observe operations and we will 
not hesitate to tighten the regu- 
lation promptly, almost any day, 
if the facts require. 

The Defense Production Act 
also gave the President authority 
to regulate credit on new real 
estate construction and, by Exec- 
utive Order, joint responsibility 
for this control was delegated to 
the Board and to the Adminis- 
trator of the Housing and Home 
Finance Agency. Probably in no 
other area has credit expansion 
had a more inflationary effect re- 
cently than the real estate credit 
that has been generated by our 
unprecedented housing boom. 
This situation will soon be 
brought under _ control. Mr. 
Foley, the Housing Administrator, 
is giving us his full and active co- 
Operation in carrying out the 
President’s Executive Order which 
applies both to conventional loans 
and to government mortgage pro- 
grams, 

The top-notch leaders in the 
private mortgage financing field 
are working patriotically and con- 
scientiously to helo us formulate 
an effective control that our 
people can live with and that we 
hope will be reasonably simnvle to 
operate. I Know it will be full of 
headaches, yet I am convinced it 
is vital to the overall control of 
credit in this emergency. We are 
setting up a temporary organiza- 
tion which can be disbanded as 
socn as the need passes. 

The regulation of consumer 
credit and real estate credit are 
both selective types of controls in 


that they apply to specific credit 
areas. They are needed in these 
areas, but by themselves they can- 
not be expected to work miracles. 
They must be backed by effective 
general monetary and fiscal poli- 
cies and by a general attitude of 
caution and restraint on the part 
of lending institutions. To make 
them effective, we will have to 
lean heavily on the support which 
the other Federal Agencies and 
State supervisory authorities can 
give us. 

We will need your aid in help- 
ing to administer these selective 
controls. but above all we need 
your initiative in helping to curb 
the expansion of general bank 
credit outside of these specific 
areas. 
Commercial Credit Restrictions 
Needed 

A few moments ago I referred 
to the joint statement issued six 
weeks ago in which we appealed 
to financial institutions to curtail 
unnecessary credit extension. Be- 
cause we live in a democracy, you 
and we would like to accomplish 
our objectives by reliance on vol- 
untary methods, In this case. 
however, I feel we must do some- 
thing more. We must recognize 
that in a competitive system it is 
not always possible for an indi- 
vidual institution to respond to an 
appeal. 

Let me illustrate. [| 
banker who told 
a case where an important cus- 
tomer wanted to borrow a sub- 
stantial sum for the accumulation 
of an inventory that was about 
five times his normal sunply. The 
banker talked him out of most of 
the loan, but nevertheless did ad- 
vance enough to enable him to 
double his normal inventory. In 
this particular case, it took some 
courage to refuse any part of the 
loan because the customer main- 
tained a substantial deposit bal- 
ance and was actually in a posi- 
tion to transfer his account to a 
competing bank. At the same 
time, we must recognize that the 
action of the banker in extending 
the credit added to the current 
inflationary picture. I cite this 
instance because it dramatizes 
vividly the complexities of the 
competitive problem the banker 
faces. 

The area of general credit ex- 
pansion outside of consumer, real 
estate and stock market credit 
does not lend itself to organized 
selective controls. Yet the ex- 
pansion that is going on in this 
area today is equally dangerous. 
Perbaps during this conference 
you can organize yourselves to 
explore further this problem and 
then to discuss with us your sug- 
gestions of how best to deal 
with it. 

During such discussions I would 
welcome the opportunity to estab- 
lish a common understanding on 
the subiect of bank reserves. It 
has long been one of my cherished 
hopes that the laws of the several 
States would be broadened to give 
you sufficient authority to cope 
with this question. There is no 
doubt in my mind that if you were 
empowered to take adequate ac- 
tion concurrently with the Federal 
Reserve this source of difference 
would be largely eliminated. I 
am confident that in facing up to 
this and other problems which we 
share in common we can achieve 
a meeting of minds and find 
equitable and effective solutions 
which will assure the preserva- 
tion of the dual banking system. 

I would not want to leave the 
impression with you that the com- 
mon problem which is on my 
mind tocay is primarily a matte) 
of bank reserves. We are faced 
with general credit expansion and 
we are the responsible authori- 
ties who must find ways to deal 
with it. 


recall one 
me recently of 


Bank Cooperation Desired 

As indicated to you earlier, I 
think the moves that have been 
made so far, and are now planned, 


are go0d and are in the right di- 
rection. I feel, however, that 
taken alone they are inadequate 
to meet the problem. What I 
want to do again, most sincerely, 
is to ask you what more is there 
that we should do—and that you 
can do—to meet our common 
problem. 

I cannot impress upon you 
deeply enough the genuine humil- 
ity with which I seek your aid, 
your counsel, and the best of your 
judgment. I am fully aware that 
credit restrictions alone will not 
prevent inflation. I am equally 
convinced that we will not con- 
trol inflation without them. 

This is a time when we—all of 
us—as supervisory officials have 
grave responsibilities to take the 
initiative and to make the critical 
decisions to preserve and protect 
our economy. 


Holeproof Hosiery Co. 
Common Stk. Offered 


Public offering was made on 
Sept. 26 of 115.263 shares of com- 
mon stock of Holeproof Hosiery 
Co. at $15.50 per share. The of- 
fering constitutes no financing by 
the company, but represents sale 
by a group of present stockhold- 
ers of a minor portion of their 
interests. A. G. Becker & Co. 
Inc. heads the’ underwriting 
group. 

Holeproof is one of the oldest 
trade names in the hosiery in- 
dustry, having been introduced 
by the company in the 1890s. The 
business now includes manufac- 
ture of both men’s and women’s 
hosiery and women’s underwear. 
The underwear division has expe- 
rienced particularly rapid growth 
in recent years and accounts for 
approximately one-half of total 
sales. 

Earnings of the company last 
year amounted to $1,241,878, 
equivalent to $2.34 per share, and 
in the first six months of the cur- 
rent year to $868,347, or $1.64 per 
share. 


Controlling interest in the busi- 
ness has hitherto been closely 
held in the form of a relatively 
small issue of stock which was 
split 7'2-for-1 prior to the pres- 
ent offering. The management 
has indicated its intention to pay 
dividends of 35 cents per share 
late in October and again in De- 
cember, and thereafter to con- 
sider dividends on a quarterly 
basis. At a regular 35-cent rate, 
or $1.40 per year, a yield of 
slightly more than 9% is indicated 
at the offering price. 


Midwest Exch. Members 


CHICAGO, Ill.—The Executive 
Committee of the Midwest Stock 
Exchange has elected to member- 
ship the following: 

Matthew J. Hickey, III, Hickey 
& Co., Inc., Chicago, Il. 

Carl McGlone, Carl McGlone & 
Co., Inc., Chicago, III. 

Fred G. Morton, The Milwaukee 
Company, Milwaukee, Wisc. 

Mr. Hickey, who is 21 years of 
age, is the youngest member 
the Exchange. 


of 


Eric Harvie Director 

Eric L. Harvie, K. C., LL.B., of 
Calgary has been elected to the 
board of directors of The Ca- 
nadian Bank of Commerce, it was 
announced by Stanley M. Wedd, 
President. 

Mr. Harvie, who is active 
legal circles in Alberta, has been 
associated in industrial ana oil 
developments in the Canadia 
West and among his other inter- 
ests he is a director of the Soutn 
Company Limited and the Empire 
Trust Company of New York, 
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are doomed to disappointment for at least several more weeks, 
states the “The Iron Age,” national metalworking weekly in its 
current summary of the steel trade. Official Washington, slow 
in setting up a priority and allocations program, is hampered by 
a virtual lack of experienced administrators and politics. 

As a consequence, steel producers this week are faced with 
an order and scheduling picture which amounts to compound 
confusion. 

Meanwhile delivery promises are being pushed back further 
every week. Automakers appear to be losing inventory, and it 
is only a question of time before they are on a more or less hand- 
to-mouth basis and unable to support current peak production. 
August deliveries to the automobile companies were about 25% 
below promises and September has been worse, the magazine adds. 

A threatened wire shortage gave automakers and other steel 
Wire users the jitters this week. To show how poor their inven- 
tory position is, Detroit reports that another two weeks of wild- 
cat strikes in wire will probably be the blow that breaks its 
current production peak, this trade paper declares. 

These strikes are not necessarily indications of what will 
happen in the steelworkers’ union throughout the country. Though 
no grievances have been filed in wire, observers believe the 
strikes are not entirely based on dissatisfaction with present 
wage levels. 

A study of recent figures on steel capacity expansion discloses 
that they may be too conservative. An “Iron Age” survey showed 
some 4,000,000 tons ot new capacity due in by the first of 1952. 
This was later supplemented by an American Iron & Steel Insti- 
tute survey showing 6,000,000 tons by the end of 1952. “The Iron 
Age” has now learned that due to changing world conditions these 
reports are now or the conservative side. By the end of 1952 
the expansion may approach 8,000,000 tons—if the steel is available. 

By early this week at least eight pig iron producers had 
advanced their prices, most by $3 a ton on all grades. One cold- 
rolled strip producer advanced extras by $3 to $9 a ton. 

The American Iron and Steel Institute announced this week 
that the operating rate of steel companies having 94% of the steel- 
making capacity for the entire industry will be 100.7% of capacity 
for the week beginning Sept. 25, 1950, compared to 100.4% a week 
ago, or a rise of 0.3 point. 

The largest amount of steel ever made in one week is sched- 
pled to be poured from steelmaking furnaces this week, the Insti- 
tute announced. 

This week’s operating rate is equivalent to 1,942,200 tons of 
steel ingots and castings for the entire industry, compared to 
1.936.400 tons a week ago. A month ago, based on new capacity, 
the rate was 97.1% and production amounted to 1,872,800 tons; 
a year ago, based on the smaller capacity then prevailing, it stood 
at 84.5% and 1,559,600 tons. 


Electric Output Lifted Higher the Past Week 

The amount of electrical energy distributed by the electric 
light and power industry for the week ended Sept. 23 was esti- 
mated at 6.457,030.000 kwh., according to the Edison Electric 
Institute. 

It was 7.929.000 kwh. higher than the figure reported for the 
previous week, 901,389,000 kwh., or 16.2% above the total output 
for the week ended Sept. 24, 1949, and 996,421,000 kwh. in excess 
of the output reported for the corresponding period two years ago. 


Carloadings Advance 15.3% Above Holiday Week 

Loadings of revenue freight for the week ended Sept. 16, 1950, 
totaled 866,207 cars, according to the Association of American 
Railroads, an increase of 114,931 cars, or 15.3% above the preced- 
ing holiday week. 

The week's total represented an increase of 123,185 cars, or 
16.6% above the corresponding week in 1949, but a decrease of 
43.782 cars. or 4.3% under the comparable period of 1948. 


Auto Output Rises Moderately in Latest Week 

According to “Ward’s Automotive Reports” the past week, 
combined motor vehicle production in the United States and 
Canada of 186,556 units, compared with the previous week's total 
of 185,421 (revised) units and 158,007 units a year ago. 

Current production is stated by “Ward’s” to be running below 
record levels because of parts shortages, mvustly as a result of 
strikes in supplier plants, and of plant showdowns for inventory 
or model changeover. 

Total output for the current week was made up of 151,064 
cars and 26,282 trucks built in the United States and a total of 
6.838 cars and 2,372 trucks built in Canada. 

For the United States, output was 177,346 units, and in the 
like week of last year 150,815 units. 


Business Failures Turn Downward 

Commercial and industrial failures dipped to 155 in the week 
ended Sept. 21 from 165 in the preceding week, Dun & Bradstreet, 
Inc., reports. Casualties were slightly lower than a year ago when 
169 occurred, but they exceeded the comparable 1948 total of 101. 
In relation to prewar levels, failures continued to be low, they 
were down 35% from the 239 concerns which succumbed in the 
corresponding week of 1939. 

Of the week's total casualties, 114 involving liabilities of $5,000 
or more. declined slightly from the preceding week, while small 
casualties having liabilities under $5,000 also declined from the 
previous week but held at the same level as in 1949. 


Most of the weekly decline occurred in manufacturing. Both 
wholesaling and commercial service had an increase. Three lines, 
manufacturing, wholesaling and service, had fewer casualties than 
last year, while retail remained unchanged from 1949 and con- 
struction increased slightty. 

The East North Central States accounted for most of the de- 
cline in mortality. A noticeable decrease also appeared in the 
Pacific States, while slight dips were noted in the West North 
Central and South Atlantic States. In contrast to this decline, 
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the Middle Atlantic, New England, and in the West South Central 
States failures were higher. A decline from 1949 prevailed gen- 
erally, with only two regions, the Middle Atlantic and West South 
Central States, having more casualties than a year ago. 


Food Price Index Shows Mild Decline in Week 


The wholesale food price index, compiled by Dun & Brad- 
street, Inc., moved slightly lower last week, registering $6.67 on 
Sept. 19, as against $6.68 a week earlier. The current figure rep- 
re te rise of 16.6% above the corresponding year-ago level 
of $5.72. 

The index represents the sum total of the price per pound 
of 31 foods in general use and its chief function is to show the 
general trend of food prices at the wholesale level. 


Wholesale Commodity Price Index Turns Slightly Lower 


Irregular movements left the Dun & Bradstreet daily whole- 
sale commodity price index slightly lower for the week. After 
striking a new high for over two years on Thursday of last week, 
the index closed at 289.88 on Sept. 19. This compared with 290.17 
a week ago and with 343.38 on the like date a year ago. 

Prices in leading grain markets fluctuated in a highly nervous 
manner during the past week. Firmness in the early part of the 
week gave way te a nervous reaction in later dealings which 
wiped out most of the initial advances. 


Favorable war news from the Far East was the chief influ- 
ence in the decline, coupled with forecasts for larger wheat crops 
both in this country and Canada than had been anticipated. 


Corn was relatively strong, aided by buying for export ac- 
couni, but both corn and oats ended lower after establishing new 
seasonal highs early in the week. Trading in grain futures on 
the Chicago Board of Trade was less active last week, totaling 
159,443,000 bushels. This represented a daily average of 25,000,009 
bushels, comparing with 27,200,000 the previous week, and 30,800,- 
000 the same week last year. 

Domestic cotton prices fluctuated irregularly during the past 
week with closing spot quotations slightly higher than a week 
ago. Rather sharp declines were encountered at mid-week. 
reflecting a falling off in trade demand, and hedge selling against 
purchases of government cotton. 


Other bearish factors included uncertainty over the possible 
effect of the licensing of exports and the recent more favorable 
war news. 

The firmer trend noted in the latter part of the week was 
influenced by renewed mill and export price-fixing and the pros- 
pect that cotton supplies would become increasingly tight as the 
season progresses. 

Reported sales in the ten spot markets rose moderately last 
week to 262,500 bales, from 243,100 the week before, and com- 
pared with 344,400 in the corresponding week a year ago. 

Mill consumption of the staple during August advanced 
sharply to a daily rate of 40,400 bales, the highest since March, 
1947. July consumption averaged 32,100 per day, and the August, 
1949, rate was 28,800 bales. 

Weather conditions were generally favorable but additional 
rains retarded picking in eastern and central portions of the belt. 
Demand for cotton textiles continued strong with many finished 
constructions setting new peak prices for the year. 


Trade Volume Stimulated by Anticipated Credit Controls 
and Fall Buying 


The nation’s shoppers spent moderately more money in the 
period ended on Wednesday of last week than durirfg the week 
before, states Dun & Bradstreet, Inc., in its current summary of 
trade. The anticipation of consumer credit controls was deemed 
partly responsible for this rise, along with a normal increase in 
Fall buying at this time. Aggregate dollar volume was noticeably 
above the level for the comparable 1949 week. 


The buying of apparel rose moderately last week with dollar 
volume appreciably above last year’s level. 

The imposition of credit curbs had little effect upon the dollar 
volume of many housefurnishings items last week; total sales 
exceeded both those of the week previous and those of a year 
ago by substantial margins. 

There was noticeable interest in electrical appliances and tele- 
vision sets; also in large demand were such items as furniture and 
floor coverings. 

Total retail dollar volume in the period ended on Wednesday 
of last week was estimated to be from 6 to 10% above that of a 
year ago. Regional estimates varied from last year’s level by these 
percentages: 


New England and Northwest +4 to +8; East and Midwest 
+5 to +9; South +6 to +10; Southwest +8 to +12 and Pacific 
Coast +7 to +11. 


Wholesale buying, except for apparel, rose slightly in the 
past week: the aggregate dollar volume of orders continued to 
be moderately above the level of a year ago. There was a slight 
decline in the number of buyers attending various wholesale 
centers. 

Department store sales on a countrywide basis, as taken from 
the Federal Reserve Board’s index for the week ended Sept. 16, 
1950. rose 17% from the like period of last year. An increase of 
8% was recorded for the previous week from that of a year ago. 
For the four weeks ended Sept. 16, 1950, sales showed a rise of 
11% from the corresponding period a year ago and for the year 
to date registered an advance of 5%. 


Despite unfair weather and the religious holiday which 
tended to curtail the expansion of retail trade in New York the 
past week, it was noted that sales volume for the period compared 
favorably with recent levels. 


According to the Federal Reserve Board’s index, department 
store sales in New York City for the weekly period to Sept. 16, 
1950, advanced 9% from the like period of last year. In the pre- 
ceding week a rise of 2% (revised) was registered from the similar 
week of 1949. For the four weeks ended Sept. 16, 1950, an in- 
crease of 4% was noted and for the year to date volume showed 


no change from the like period of last year. 
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Chemical Products: Exportable 
Surpluses— Organization for 
European Economic Cooperation— 
Columbia University Press, 2 
Broadway, New York 27, N. Y.— 
Paper—$1.75. 


Eurepean Recevery Program: 
Second Report of the O. E. E. C.— 
Organization for Economic Co- 
operation — Columbia University 
Press, 2960 Broadway, New York 
27, N. Y.—Paper—$3.00. 


Foreign Exchange Regulaiions 
in Great Britain, second supole- 
ment—Bank for International Set- 
tlements, Monetary and Economic - 
Department, Basle, Switzerland— 
15.00 Swiss frances (plus postage) 
—(price of complete compilation) 


original publication with the 
first two supplements—is 55.00 


Swiss frances, plus postage). 

Layoff Policies and Practices— 
Recent Experience Under Co!lec- 
tive Bargaining—-Industrial Rela- 
tions Section, Department of Eico- 
nomics and Social Institutions, 
Princeton University, Princeion, 
N. J.—Paper—-$2.00. 

Law, The — Frederic Bastiat — 
Foundation for Economic Ed:ica- 
tion, Ine., Irvington-on-Hucson, 
N. Y.—Paper—65c. 

Machinery & Equipment— Ex- 
port Availabilities and Delivery 
Periods—Organization for Europ- 
ean Economic Cooperation — Co- 
lumbia University Press, 2960 
Broadway, New York 27, N. Y.— 
Paper—$1.50. 

Major Problems of United Siates 
Foreign Policy, 1950-1951 — The 
Brookings Institution, Washington 
6, D. C.— Cloth — $3.00 (paper 
bound, $1.50). 

Oil Refinery Expansion in the 
O. E. E. C. Countries—Organ iza- 
tion tor European Economic Co- 
operation — Columbia University 
Press, 2960 Broadway, New York 
27, N. Y.—Paper—$1.25. 

Scientific Appraisal of Manage- 
ment, The: A Study of the Busi- 
ness Practices of Well-Managed 
Companies—-Jackson Martindeli— 
Harper & Brothers, 49 East 33rd 
Street, New York 16, N. Y.—C/oth 
—$4.00. 

Welfare State, The—Edited by 
Herbert L. Marx, Jr.—The HB. W. 
Wilson Co., 950 University Ave- 
nue, New York 52, N. Y.—Fabri- 
koid—$1.75. 


With Revel Miller 
Special to Tue FINANCIAL CHRONICL!.) 

LOS ANGELES, Calif. — Meda 
F. Spitzbarth has joined the staff 
of Noble, Tulk & Co., 618 South 
Spring Street, members of the 
Los Angeles Stock Exchange. Viiss 
Spitzbarth was formerly with 
Edgerton, Wykoff & Co. and G. 
Brashears & Co. 


With Shields & Co. 


(Special to THe FINANCIAL CHRONICL. ) 


CHICAGO, lll.—John J. Miley 
has become associated with 
Shields & Company, 209 South La 
Salle Street. He was formerly 
with Shearson, Hammill & Co. 


B. F. Musser Joins 
J. P. O’Rourke Co. 


Special to THe FINANCIAL CHRONICL: } 

CHICAGO, Ill. — Benjamin F. 
Musser has become _ associated 
with J. P. O'Rourke & Co., Board 
of Trade Building. He was for- 
merly with Bache & Co. and 
Union Security Co. In the past he 
was with Brailsford & Co. and 
F. S. Yantis & Co. 
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Tomorrow’s 
Markets 
Walter Whyte 
Says — 

By WALTER WHYTE== 


Between now and election 
the market will probably go 
through a series of gyrations 
that will make some gleeful 
and others fearful. In fact we 
have almost an election mar- 
ket now. The only thing lack- 
ing is the preelection speeches 
and they're just around the 
corner. 
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If it were only an election 
that was ahead it wouldn’t be 
so confusing. There’s a defi- 
nite swing to the conservative 
and that’s all for the good for 
the stock market. However, 
there’s the Korean War to 
consider too. Up to this writ- 
ing it looks all over but the 
mopping up. At least that’s 
the implication in the news 
reports. 

A gradual elimination of 
the war factor is calculated 
to scare some of the “war 
buyers” out of the market. At 
this point I might give a lec- 
ture on the morals involved 
in making money out of a 
war. Just between ourselves 
I'd prefer to make my money 
out of peaceful pursuits. But 
I’m not in this business to 
make policy; I try to interpret 





Pacifie Coast 
Securities 
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Pacific Coast Exchanges 


Schwabacher &z Co. 


Members 
New York Stock Exchange 
New York Curb Exchange (Associate) 
San Francisco Stock Exchange 
Chicago Board of Trade 
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SPECIAL CALLSOFFERINGS 
@® Per 100 Shares Plus Tax @ 
Zenith Radio .@ ‘61, Dec. 11 $562.50 


Y’ngst’n Sheet@ \°2',Nov.24 387.50 
U. S. Steel ..@ ° Mar. 3 325.00 
Am. Cyanam. @ j5' Nov.29 512.50 
Atch.,T.& §. Fe @ 133',Nov.18 587.50 
Southern Ry. @ 135% Nov. 20 250.00 
Wheeling St’'l@ ;7'~Dec. 1 237.50 
Mission Corp. @ °6', Nov. 30 312.50 
HalliburtonOil@ 36 Oct. 30 212.50 
Mo-Kan-Tex p.@ 38', Dec. 1 312.50 
St’d Oil(Calif)@ 77', Nov. 24 325.00 
Sinclair Oil ..@ ‘624 Nov. 25 200.00 
Studebaker ..@ ‘3’. Nov. 29 212.50 
Corn Prod. ..@ °4°. Dec. 11 287.50 
Ohio Oil ....@ $4 Nov. 30 225.00 
Consol. Vultee@ iS Dec. 30 187.50 
Pepsi Cola ..@ 9',Mar.15 125.00 
Illinois Cent’)@ “'. Dec. 1 275.00 
a 


Schenley Ind. 250.00 


z Nov. 27 
Subjec I 


ca « “Ss ; io tas 
THOMAS, HAAB & BOTTS 
Members Put & Calls Brokers & 
Dealers Assn., Inc 


50 Broadway, N. Y. 4, Tel. BO 9-8470 











events and cash in (if possi- 
ble) on such interpretations. 
If anybody thinks the cessa- 
tion of Korean hostilities is 
the end of the war they’re 
being naive. What I mean to 
say is that war orders and a 
war economy won't stop even 
if we occupy all of Korea, in- 
cluding the zone above the 
38th parallel. 
*% % a 
Channelling all this down 
to the plus and minuses, the 
answer is that despite some 
setbacks, and some of them 
may be severe, the price 
structure indicates a contin- 
uation of a major rise. 


ok 


The most important buyers 
today continue to be the va- 
rious investment funds. Here 
and there some large amounts 
of stock are sold but the funds 
are used almost immediately 
for the purchase of other 
stocks. If there’s been any 
concentrated selling in the 
immediate past it has escaped 
my attention. 


Continued from page 12 
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All this means that if 
you're long of stocks continue 
being long. If you're a trader, 
you might unload part of your 
line on sharp periods of 
strength but a maintenance 
of some stock ie advisable. 
Theoretically a skillful trader, 
long of 200 shares of ZYX at 
25, would sell 100 at, say, 35; 
go short at say 36, and cover 
the whole thing at 30 and go 
long again just under 30. If 
he’s thoroughly experienced 
he might even sell puts and 
calls against his position. But 
all during the major upswing 
hed keep 100 shares on the 
long side. It must be obvious 
that such trading isn’t for the 
tyro. Not only does it take too 
much time but also makes 
quite a dent in cash for com- 
missions and taxes. I’m not 
suggesting the above method. 


I’m just pointing out how 
traders operate. 
[The views expressed in this 


article do not necessarily at any 
time coincide with those of the 
Chronicle. They are presented as 
those of the author only.! 


Bank 


Holding Companies 


nonbanking businesses, even a 
novice in the field of banking 
must realize that banks have al- 
ways been prohibited from engag- 
ing in other types of business, 
such as manufacturing, merchan- 
dising, and the like. 

It is just plain common sense 
that financial institutions, which 
have the power to lend the funds 
entrusted to them by their de- 
positors, should not be permitted 
the unrestricted right to lend 
those funds to nonbanking busi- 
nesses which are owned or con- 
trolled by the bank or its owners. 
It is obvious that if they were 
permitted to do so, the favored 
businesses would have every ad- 
vantage over others equally wor- 
thy of credit, The banker would 
be able to finance his nonbanking 
business freely with his depositors’ 
money. 

However, no such _ restriction 
applies under the present law to 
the lending policies which a bank 
holding company may impose 
upon the banks which it controls. 
The holding company may own 
and operate any type of business, 
and through its power to domi- 
nate the lending policies of the 
banks under its control it may 
require them to make loans to the 
nonbanking concerns owned by 
the holding company. 


Such loans may not only work 
serious injustice to other busi- 
nesses which might be in need of 
loans, but may well be of doubt- 
ful soundness, since the law pro- 
vides no adequate means of regu- 
lating such lending. 

Another glaring defect in the 
present law, which was enacted 
nearly 20 years ago, is to be found 
in the definition set out in that 
law. That definition includes only 
those holding companies which 
control banks which are members 
of the Federal Reserve System. 
This excludes from any regulation 
those companies which operate in 
all respects as bank holding com- 


panies, but which control only 
nonmember banks, even though 


they are insured banks 

In some instances these holding 
companies have proceeded to ac- 
quire banks which were members 


of the Federal Reserve System. 
where they particularly desired 
them, by causing the banks to 


withdraw 
tem. 

A problem in this connection is 
the difficulty of framing legisla- 
tion that will effectively prevent 
the acquisition by bank holding 
companies of banks which are not 
members of the Federal Reserve 
System without encroaching upon 
the jurisdiction of the States and 
State banking authorities. 

Much of the opposition to the 
bills which have been introduced 
in Congress to regulate bank hold- 
ing companies has come from 
those who fear that any extension 
of Federal regulation of nonmem- 
ber banks may become a threat 
to the dual banking system. 


from the Reserve Sys- 


No Threat to Dual Banking 
System 

The bill introduced in the 8lst 
Congress (S.2318) contains a pro- 
vision that its enactment shall not 
be construed as preventing any 
State from exercising the same 
power and jurisdiction which it 
now has with respect to banks, 
bank holding companies, or their 
subsidiaries. This would seem to 
point the way toward a solution 
of that particular problem. 

There are many Other factors 
entering into the problem of pro- 
viding protection for independent 
bankers against undue expansion 
of bank holding companies and 
consequent expansion of monopo- 
listic power in banking opera- 
tions. Obviously not all of them 
can be discussed or even enumer- 
ated on this occasion. 

I would be less than frank if I 
did not to you that I do not 
think bank holding companies are 
necessarily undesirable. In some 
instances they have been helpful 
in providing better management 
for banks, in assisting them finan- 
cially, and encouraging and pro- 
moting better banking service. 


Sav 


The bank holding company is a 
menace to the independent bank, 
in my opinion, only in so far as 


the power of the holding company 
is abused. 
Basically, the areas in which 
possible and have to 
some extent actually occurred are 


he unlimited expansion of 


abuses are 


mo- 


nopolistic control over banks, and 
the combining under the same 


mana 


gement of large segments of 


our banking structure with mis- 


cellaneous nonbanking businesses. tains a 


In my opinion bank holding com- 
panies shculd be regulated, as far 
as practicable, in much the same 
manner that banks themselves are 
regulated. 

Legislation to control them 
should, in my opinion, leave the 
way oven for them to perform 
such helpful functions in bank 
operation as they may legitimately 
perform, but should clearly and 
positively prohibit the abuses that 
have grown up under the inade- 
quate provisions of existing law. 

It was only a short time after 
enactment of the present law that 
its inadequacies were recognized, 
and efforts began toward elimi- 
nation of its defects. 

In a message to Congress in 
1938 President Roosevelt recom- 
mended the enactment of legisla- 
tion to pronibit further expansion 
of bank holding companies and 
to require their elimination as 
soon as practicable. 

Partially because the attention 
of Congress and the country was 
concentrated on threatening world 
conditions and on the war that 
followed, no_ action was taken. 
Since then, various bills have 
been introduced, and _ consider- 
able effort has been made to se- 
cure legislation that would pro- 
vide adequate regulation of bank 
holding companies. 


The deficiencies in the present 


laws were specifically pointed 
out by the Federal Reserve Board 
in its annual report for 1943, and 
the Board then made, and has 
several times repeated, certain 
broad recommendations for new 
legislation. 

The bill introduced in_ the 


present Congress, to which I have 
referred, is perhaps the most 
carefully prepared of all that have 
so far been presented. Extensive 
hearings have been held on the 
measure by the Senate Commit- 
tee on Banking and Currency, but 
the Committee has not taken any 
official action. 


Legislation Forthcoming 

This does not mean, however, 
that legislation along these lines 
will not eventually be enacted. 
In my opinion, Congress will in 
the near future pass such legisla- 
tion. 

My statement that such legisla- 
tion will eventually be enacted is 
based on the fact that in 1947 the 
Senate Committee on Banking 
and Currency reported favorably 
a bill to provide for control and 
regulation:of bank holding com- 
panies. Although the report of 
the Committee, of which I was a 
member, was unanimous, the bill 
failed to pass. 

The bill in the 81st Congress, 
S.2318, as amended by the Com- 
mittee, was prepared with a view 
to meeting some of the objections 
raised to the 1947 bill and con- 
tains, I think, definitely more 
adequate provisions for regulating 
bank holding companies than did 


any of those previously consid- 
ered. 
Briefly stated, the purposes 


sought to be accomplished are the 
following: 

First, to bring all bank holding 
companies under reasonable con- 


trol and regulation on an equal 
footing, whereas the present law 
permits many of them to escape 


all regulation if they so desire. 
Second, to give the Federal 
bank supervisory authorities the 
power to control the acquisition 
of banks by: bank holding com- 
panies, specifying the factors to 
be considered in acting upon ap- 
plications involving the expansion 
of bank holding company 
Third, to require bank holding 
companies to divest themselves 


sroups 


within a reasonable time and 
with reasonable exceptions, of 
control over non-banking enter- 
prises. 

Fourth, to provide generally for 
nore effective supervision ol 
bank holding companies, with ap- 
propriate sanctions for noncom- 
pliance. 

The proposed legislation is not 


evtreme im ttc purnoses Tf on- 


minimum of restrictions 
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which seem to be essential 
provide reasonable control 
bank holding companies. 


No 


to 
ove. 


“Death Sentence” 
Contemplated 

I should like to emphasize that 
the proposed legislaiion is not all- 
embracing. It does not provide a 
“death sentence” for bank holaing 
companies. It does not provide 
for “freezing” all companies in 
their present situations. It would 
not prevent a bank hold'ng com- 
pany from establishing offices 
across State lines. It does not 
bring an individual under the re- 
strictions applicable to bank hold- 
ing companies. And it does noi 
require holding companies to ac- 
cumulate any greater reserve than 
is required by the present law. 

Another important provision in 
the bill with respect to the ac- 
quisition of banks or branches by 
bank holding companies is a re- 
quirement that the appropriat 
Federal supervisory agency shall 
notify the State bank superviso! 
of the proposed transaction. This 
would be done so that he may 
submit his views and recommen- 
dations, which the Federal agency 


must take into consideration in 
acting upon the proposal. 
Furthermore, the term “bank 


holding company” in the proposed 


legislation includes any company 
Which controls a bank operating 
four or more branches. 


While the Senate Committee on 
Banking and Currency has not, as 
I have said, officially acted on the 


bills introduced in the 8lst Con- 
gress, I can see no reason to as- 
sume that the Committee’s atti- 


tude toward such legislation has 
changed materially since its 
unanimous report in favor of the 
1947 bill. 

As one member of the Com- 
mittee which approved that bill, 
I say definitely that I am equally 
favorable at this time to the en- 
actment of legislation that will 
fairly and adequately provide for 


the regulation of bank holding 
companies. 
Sound bank holding company 


legislation is desirable in protect- 
ing the bankers’ stake in free en- 
terprise. 

While I recognize there is op- 
position to such legislation, I am 
not unmindful of the fact that 
practically every progressive 
measure relating to banks that has 
been proposed in Congress within 
my recollection has been opposed 
by segments of the banking fra- 
ternity, if not, indeed, by the en- 
tire industry. 

I need not remind you that this 
was true when the Federal Re- 
serve System was established, as 
well as when important changes 
in that legislation were found to 
be desirable. 

More recently, it will be re- 
called, the proposal to insure bank 
deposits was strongly opposed in 


banking circles. Today that law 
is universally recognized, by 
bankers as well as by the public, 
as one of the great stabilizing 
factors in our economy. In my 
own State, every bank has ap- 


plied for and has been approved 
for deposit insurance. Every ac- 
count in every Alabama bank 
insured up to $5,000. This will 
be increased to $10,000 under 
legislation enacted this month. 

May I also call attention to the 
fact that no depositor in any in- 
sured bank in the United States 
has lost a penny of his deposit in 
more than six years. 

Fortunately for the banking in- 
well as for 


is 


terests., 


as the natioi 
as a whole, the opposition to these 
two great progressive measures 
establishment of the Federal Re- 
serve System and tinsurance of 
bank deposits—was unsuccessful. 

Let us hope that opposition to 
reasonable regulation of bank 
holding companies may be equally 
unavailing. 

There are at least two impor- 
tant lessons, it seems to me, that 
we should learn from the enact- 
ment and the operation of th 
sound, progre legislation ol! 
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recent years relating to banking 
and to oiher phases of our na- 
tional economy. 

One is that we should not close 
our minds to every new legisla- 
tive proposal that is made. We 
know that conditions are con- 
stantly changing—that the status 
































































































































change, and changes in the laws 
































































































































relating to those methods and 
practices are necessary. 

We should meet new proposals 
with open minds. We should be 
willing to learn from experience, 
especially when experience has 
taught that old procedures are 
outmoded or can be improved 
upon. 

It is only by following such a 














policy that we have the Federal 
reserve System and deposit in- 
surance, to which I have already 
referred. Without this attitude of 
Willingness to welcome experi- 
ment and convert it into experi- 
ence we would not now have our 


tested and proved programs of 
rural electrification, social secu- 
rity, protection against spurious 
stock issues, prosperous agricul- 
ture, and many other undertak- 
ings which have brought to our 


people and to our business better 
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living 
prosperity. 
Private Enterprise Cannot Fill 
Public Need 
Another lesson that we should 


conditions and sounder 


t 


learn from our experiences in 
progressive legislation of the past 
is that if private enterprise does 


quo is no longer an untouchable not or cannot fill a public need, interest on that portion of the obligation your institution holds 
idol. As conditions change, busi- public demand will require that loan represented by the claim is on his way into uniform you 
ness metnods and _ practices the government do so. payment. To retain the full earn- 


Economic progress is inevitable. 
If private enterprise follows a 
policy of obstructionism or ex- 
treme reaction, it can only expect 
to be overruled by the power of 
the people, exercised through 
their chosen instrument, the gov- 
ernment. The more monopolistic 
practices interfere with the com- 
mon good, the stronger will be 
government action to break up 
such practices. 

It is not realistic for private in- 
dustry to label proven progress in 
human welfare as “socialism,” on 
the one hand, and refuse to com- 
ply with reasonable demands or 
required changes for the common 
good on the other. 

The most effective check against 
revolutionary socialism is a will- 
ingness on the part of private en- 
terprise to welcome evolutionary 


progress in those areas which in- 
volve the welfare of all the peo- 
ple. 





Our Defense Economy 


proper relation to the veteran’s ages the extension or modification 
present and anticipated income of the terms of the loan by a post- 
and expenses” as stipulated in ponement of all or part of the 
Section 501(2) of the Act. If the monthly payment. Payments can 
service pay, plus allotments, plus be postponed by the lender not 
other income is insufficient to only during the borrower’s miili- 
meet such other expenses and the tary service but also for a rea- 
payments which would be re- sonable period thereafter. In- 
quired to amortize the loan with- duigences to the veteran would, 


in the maximum term permissible, 


of course, be limited to whatever 


the VA would not have the au- reduciion in the amount of the 
thority to approve the loan, since regular payment is necessary to 
the existing law admits no excep- bring the loan payment in line 
tions r cases of this kind. The with his ability to pay. The lendc: 
forego! is likewise and equally may enter into such an agreement 
true with respect to cases proc- without VA’s approval, although 
essed automatically by supervised our regulations require prompt 
lenders. advice of the terms of the agree- 
Supposing now that everything ment to the Loan Guaranty Ol- 
measures up and you make the ficer. 
loan. where do you stand the day The execution of the agreement 
after vour borrower dons a uni- modifying the terms of the loan 
form? With reservists being called by a postponement of all or part 
up in increasing numbers, the of the monthly payments will not 
question is heard more and more in itself affect the Veterans Ad- 
frequently: “What about the vet- ministration guaranty or insur- 
eran with a GI loan who re-enters ance. As long as the terms of 
the service? Does the VA have a such agreement are fully com- 


policy designed to protect the vet- 


plied with the loan will not be in 


eran whose ability to pay is im- default and need not be reported 
paired by reason of his re-entry as a defaulted loan per section 
into military service?” 35:4315 of the regulations. 

The answer is again emphat- At this point the typical ques- 
ically ves. Of course, the basic tion we are asked is: “Well what 
protection to the veteran is af- happens when the borrower is 
forded by the Soldiers and Sailors separated from the military? In 


Civil telief Act of 1940, as 
amended, which in full force 
and effect. It applies equally toa 
conventional loan or toa VA guar- 
anteed loan. The Civil Relief Act 
in general provides that fore- 
closure cannot proceed while the 
borrower is in military service if 
he cannot meet his payments 
without hardship. You are ail 
probably better informed than 1 
as to the manner in which the 
mechanics and practical applica- 
tion of that law meshes with your 
local foreclosure practices. 

As regards GI the Vet- 
erans Administration from tne be- 
ginning has geared its procedures 


is 


loans 


that case wouldn’t there be a con- 
siderable hardship if the veteran 
were required to resume the regu- 
lar payments plus the amount 
necessary to repay the instalments 
which were deferred?” 

To meet such a hardship our 
regulations permit the loan to be 
reamortized and the payment pe- 
riod extended. Such an extension 
agreement will not vitiate the 
guaranty provided that it does not 
involve a rate of amortization be- 
low that necessary to amortize at 
least 80% of the loan balance 
within the maximum maturity 
permissible for that type of loan 
(30 years for home loans). Also 


and regulations with a view to- no obligor may be released from 
ward indulgence in appropriate liability as a result of the agree- 
cases. The GI loan may be han- ment, and advice of the terms of 
dled basis which will obvi- the agreement must be forwarded 
ate resi by either a borrower or to the Loan Guaranty Officer 
a lender to the rights and priv- promptly. 
iliges accord to them respec- The obligation of VA to pay 
tively under the 1940 enactment the guaranty arises after the de- 
Uniess the veteran's default 1s fault continues for the prescribed 
willful or unless his ability to pay period. A claim for the guaranty 
is not aterially affected by rea- may therefore be made even 
son ¢ his military service, the though the holder must stay its 
Vet s Administration encour- foreclosure action. However, since 








none of the holder’s rights under 


since the guaranteed indebtedness 
will be increased by interest ac- 
cruals and proper advances, we do 
not expect that holders will make 
claim in such cases. 


ing power of the entire loan the 
lender may prefer the alternative 
right of withholding the claim. 
Where it eventuates that the claim 
must be filed at a later date, the 
guaranty will be calculated upon 
the outstanding balance of the in- 
debtedness, 
crued interest subject to the limi- 
tation that the guaranty payment 
may 
amount of the guaranty. 


the extremely flexible provisions 
of the VA’s loan guaranty regula- 


tions should supply the channel 
through which borrower and 
lender may mutually effect ar- 
rangements which will obviate re- 
course to the courts under the 
Civil Relief Act. 

It is Our suggestion that as you 
learn a GI loan borrower whose 


he guaranty are prejudiced and 


The lender must cease to accrue 


should ask him to come in to talk 
over his new status, and its prob- 
able effect upon his repayment 
ability. Conceivably his new sta- 
tus may improve that ability— 
there we would be glad to have 
yOu encourage prepayment. But 
more commonly it may lower the 
ability-to-pay factor. There you 
should endeavor to reach an 
agreement measured in line with 
your borrower’s ability to repay. 


This will both enable and induce 
him to maintain his payments on 
a reduced scale. 

These remarks, I realize, sketch 


inclusive of all ac- 


not exceed the original 


Thus it will be apparent that 


Continued from page 2 


The Security I Like Best 


the fundamentals of such a situ- 
ation. 

If the situation is rather highly 
complicated, that is a real advan- 
tage, because you are sure to have 
very little competition from other 
brokers who are prone to let the 
hard ones go by until the price 
is way up and everybody knows 
all about it. There may be a 
little cream left, but most of it 
has been skimmed off by the fel- 


my opinion were very much un- 
derstated as will be shown here- 
after. 

Theodore Gary 1st preferred is 
presently paying a dividend of 
only 40 cents per annum, and had 
accumulated dividends of $25.50 
per share as of Dec. 31, 1949. 

Thus the total claim at that 
time was $60.25, being the call 
price of $35.00 plus arrears. I 
fully expect holders of the stock 


lows who work hard to get the to eventually receive call price 
facts and then have the courage plus arrears, which would be 
of their convictions to put their about double the present cost. 


clients into these situations at low Steps are now being taken to 


prices. clear up the financial structure 
My selection at this time of of Associated Telephone & Tele- 
“The Security I Like Best” is graph, which is sure to redound 


Theodore Gary & Co. $1.60 cumu- to the benefit of Theodore Gary & 


lative first preferred stock. Cer- Co., which owns 80% of the com- 
tainly this situation is far from mon stock. 
being well known and is unusu- While Associated Telephone & 


ally difficult to analyze. Telegraph, as of Dec. 31, 1949, had 


However, after many months of arrearages of $11,573,995 on its 
investigation I feel that I have combined prior preferred, second 
arrived at a point where I can preferred and class A stock, these 


see clearly a real opportunity for 
an investor who will buy this 
stock and put it away for a rea- 
sonable period of time, and at the 
end of that time be able cash 


arrearages could very easily be re- 
capitalized and/or partly paid of! 
due to the substantial improve- 
ment in the position of the com- 


to pany in the last few years. 


in with a 100% profit on the pur- On Sept. 15, 1950, the Wall 
chase of the stock at around the Street “Journal” announced that 


present market price. 

Theodore Gary & Co. was in- 
corporated in 1919, as an invest- 
ment company, with interests in 
various telephone subsidiaries, in- 
cluding Associated Telephone & 
Telegraph Co. and Telephone 
30nd & Share Co. 

The capitalization as of Dec. 
1949, was as follows: 


$175.620 series A 6% 
1995. 

*$94,250 series B 6% 
1995. 

76,101 shares 
$1.60 cum. 
at $35. 

1,295 shares partic. class A (no 
par) non-cum. callable at $35. 

"9,425 shares partic. common 
(no par) non-cum.—non-call- 


Associated Telephone & Telegraph 
had reduced its outstanding 7% 
preferred by 16% and its $6 pre- 
ferred by 15% during the third 
quarter of 1950 as a result of pur- 
chases on tenders submitted by 
stockholders, 4,096 shares of the 
7% preferred and 6,847 shares of 
the $6 preferred were purchased, 
reducing the outstanding 7% pre- 
ferred to 23,235 shares and the 
$6 preferred to 31,813 shares—ar- 
rearages of approximately $1,000,- 
000 were thus eliminated on the 
two classes of stock. Further re- 
duction in outstanding stock is 
contemplated through purchase in 
the open market or on tenders. 
The full rate is currently being 
paid on the two classes of prior 
preferred stocks. 


7 
2 


l, 


notes due 
notes due 


first 
(no par) 


preferred 
callable 


able. It is also important to note that 
230,440 shares common (par the debenture debt of Associated 
$1.00). Telephone & Telegraph originally 


outstanding in the amount of 
$13,000,000 has been reduced to 
$7,000,000 and the interest rate 
cut from 542% to 3%4%. 


Capital surplus, none. 
Paid-in surplus, $81,026.76. 
Earned surplus, $476,575.62. 
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but lightly the broad outlines of 
the policies and practices we hope 
to see observed in your servicing 
of GI loans over the near future 
and their 
gence and forebearance provided 
by the Soldiers and Sailors Civil 
Relief Act. 
in possession of complete details 
on this general subject if any of 
yOu would like more adequate in- 
formation. 


relation to the indul- 


Our field offices are 


As we face together this diffi- 


cult future, we have little reason 
to feel pessimistic over the ulti- 


mate outcome. Looking back a‘ 
the noteworthy repayment recor¢e 
your GI borrowers have fash- 
ioned over these last five year: 
that are past should occasion hop: 
and confidence. The ex-GI, mai 
for man, will continue to justify 
the confidence we felt five year: 
back when we forecast that he 
would prove to be a most reliable 
risk, creditwise, as he had ther 
so recently proven battle wise. 


Further reduction will probably 
be made by the end of 1950. 

Total assets of Associated Tele- 
phone & Telegraph as of Dec. 31. 
1949, amounted to $67,107,495. 

Net earnings of Associated Tele- 
phone & Telegraph for 1949, be2~ 
fore special reserve, totaled $6,- 


480,000. Of the total gross earn- 
ings of $17,919,336, $16,903,901 


were provided by the Automatic 
Electric Co., manufacturers of 
Automatic Telephone Systems and 
related equipment; $561,172 fron 
operating revenue of telephon« 
companies, and $454,261 non-oper- 
ating. 

Each share of Theodore Gary & 
Co. $1.60 preferred has back of i 
10 shares of Associated Telephon: 
& Telegraph common stock anc 
6 shares of Telephone Bond & 
Share class B stock. 

It is believed that a plan o 
recapitalization can eventually | 
put through for Associated Tele 
phone & Telegraph whereby a1 
rears and parity can be taken car 
of on a 4% dividend return. 

If this were accomplished, earn- 
ings for 1949 would have coverec 
such a charge about seven times 
and left over $5 per share avail- 
able for the Associated Telephone 
& Telegraph common stock. 

Figuring a value of $10 pe 
share for Associated Telephone & 
Telegraph common, the 10 share 
of this stock back of each shar 
of Theodore Gary first preferre 
would be worth $100. 

Since Telephone Bond & Shar 
“A” is currently quoted at aroun 
$13 per share, it is reasonable 1° 
assume a nominal value of $2 fc 


the “B” stock, or $12 applicabl 
for each share of Theodor: 
Gary & Co. first preferrec 


Other assets of Theodore Gary ¢ 


Co., including Allied Syndicat 
and Monarch Services, Inc., hav 


an indicated real value of at leas 
$2,500,000, equal to $32.85 per eac 
share of Theodore Gary & Cc 
first preferred. 

Thus I feel that the minimun 
potential value back of Theodor« 
Gary & Co. $1.60 preferred 
amounts to about $145 per share 
against par and arrears of only 
$60.25 at the end of 1949. In addi- 
tion to Theodore Gary & Co. $1.60 
first preferred, I call attention tc 
the following stocks of Associate 
Telephone & Telegraph which ar 
still well worth buying for capite 
appreciation: 


Theodore Gary & Co. invest- Pai a Call Davieede 
ments, at cost, were carried at Price Dividend Price 12-31-4! 
only $2,707,232.50 on the balance agcoe. Tel. & Tel 7% prior pfd. 148 7.00 125 95.27 
sheet as of Dec. 31, 1949, which in agcoe. Tel. & Tel. $6 prior pfd. 138 6.00 115 _ ota 
— cor Te Te -eference 75 None 62.50 OU 

*Created by exchange of 1,701 shares Assoc. Te 1. & Tel. $4 pi eferen 69 atae 105 71.00 
of first preferred and 7,724 shares of Assoc. Tel. & Tel. $4 class A re NOT) . a 
class A_ stock. This exchange offer is 
for an indefinite period and is on the 
basis of $10 principal amount of B 6% : ° *s 
income notes and one share of no par F. S. Yantis Adds Davies & M Jia Add 
participating common stock for each (Special to THe FINANCIAL CHRONICLE) (Sy ] [ue FINANCIAL CHRONICLE) 
share of first preferred or class A. . s a : , son ae (nr - 

**As of Dec. 31, 1948, capital surplus CHICAGO, Ill. — Arthur B. SAN FRANCISCQO, Calif. = 
was $787,308.54. As of Dec. 31, 1949, Kosobud has been added to the George P. McDonnell and Orp 
tame: yah gy of Bag tenet Pa ae staff of F. S. Yantis & Co., In- H. Brown have been added to tl 
errec o investment accoun o reduce ave: = . oe ' , We 
the value of Associated Telephone & Tele- corporated, 135 South La Salle staff of Davies & Mejia, Ru: 
graph and Telephone Bond & Share stocks Street, members of the Midwest Building, members of the Ne 
to actual cost. $119,031.05 was trans- Stock Exchange. He was pre- York and San Francisco Stoc! 
ferred to Reserve for possible los on : “pap 4 
investments. viously with Dayton & Gernon. Exchanges. 
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indications of Current 


Business Activity 


AMERICAN IRON AND STEEL INSTITUTE: 


Indicated steel operations (percent of capacity )—-_-- Oct 
Equivaient to 


Steel ingots and castirgs (net tons) _- : ‘ .Oct 
AMERICAN PETROLEUM INSTITUTE: 
Crude oil ard condensate output —daily average (bbls. of 42 
gallons each ) pinehnaeis ‘ Sept 
Crude rurs to stills —daily average ¢bbis.) Sept. 
Gasoline output (bbls.)_-~- — . Sepi. 
Kerosene output (bbls.)_-~- Sept 
Gas, oil, and distillate fuel oil output (bbls.) ..Sept 
Residual fuel oil output (bbis.) -.Sept. 
Stocks at refineries, at bulk terminals, in transit and in pipe lines— 
Finished and unfinished gasoline (bbls.) at Sept. 
Kerosene (bbis.) at__-- Sept. 
Gas, oil, and distillate fuel oil (bbls.) at Sept. 
Residua! fuel oil (bblis.) at _._ Sept. 
ASSOCIATION OF AMERICAN RAILROADS: 
Revenue freight loaded (number of cars) ? Sept. 
Revenue freight received from connections (number of cars) _ Sept. 
CIVIL ENGINEERING CONSTRUCTION — ENGINEERING NEWS- 
RECORD: 
Total U. S. construction__ (tinal Sept 
Private construction -_-__~ Sept. : 
Public construction —___-~-- Sept. 2 
State and municipal___-_-_-~- _Sept 
Federal Sept 
COAL OUTPUT (U. 8S. BUREAU OF MINES): 
Bituminous coa!| and lignite (tons) Sept 
Pennsylvania anthracite (tons) Sept 
Beehive coke (tons)__---~---- a Sept. 
OEPARTMENT STORE SALES JNDEX-—-FEDERAL RESERVE SYS- 
TEM—1935-39 AVERAGE—100 Sept 
EDISON ELECTRIC INSTITUTE: 
Electric output (in 000 kwh.) ro . Sept 
fAILURES (COMMERCIAL AND INDUSTRIAL) —DUN & BRAD- 
sy a | ar sail Sicaaie Sept 
{RON AGE COMPOSITE PRICES: 
Finished steel (per Ib.)- , Sept 
Pig iron (per gross ton)-_- Sept 
Scrap steel (per gross ton) -_- Sept. 
METAL PRICES (E. & M. J. QUOTATIONS): 
Electrolytic copper— 
Domestic refinery at..........-.......---------------------- Sept. 
Export retinery at—- a = Sept. ‘ 
Straits tin (New York) at Sept 
Lead (New York) at__-- « Sent 
Lead (St. Louis) at----- ‘i : Sept 
Zinc (East St. Louis) at Sept. 2 
MOODY'S BOND PRICES DAILY AVERAGES: , 
U. S. Government Bonds Sept 
Average corporate Sept. 
Aaa Sept. 
Aa Sept 
A . Sept. 2 
Baa Sept 
Railroad Grovp Sept 
Public Utilities Group Sept. 26 
Industrials Group Sept. 


MOODY’S BOND YIELD DAPLY AVERAGES: 
U. S. Government Bonds Sept 


Average corporate __ Sept 
Aaa Sept. 
Aa Sept 
A ; Sept. 
Baa Sept 
Railroad Group Sept. 
Public Utilities Group Sept 
Industrials Group Sept. ‘ 
MOODY'S COMMODITY INDEX ‘ ‘ Sept 
NATIONAL PAPERBOARD ASSOCIATION: 
Orders received (tons) , Sepi. 
Production (tons) - ’ Sept 
Percentage of activity _Sept. 
Unfilied orders (tons) at _._Sept. 
OIL, PAINT AND DRUG REPORTER PRICE INDEX—1926-36 
AVERAGE=100 - : : none. Z 
STOCK TRANSACTIONS FOR THE ODD-LOT ACCOUNT OF ODD- 
LOT DEALERS AND SPECIALISTS ON THE N. Y. STOCK 
EXCHANGE—SECURITIES EXCHANGE COMMISSION: 
Odd-lot sales by dealers (customers’ purchases) 

Number of orders Sept. 

Number of shares—Customers’ total sales ; Sept 

Dollar value Sept 

Odd-lot purchases by dealers (customers’ sales )— 

Number of order Customers’ total sales Sept 
Customers’ short sales Sept 
Customers’ other sale Sept 

Number of share Customers’ total sale Sept 
Customers’ short sales Sept 
Customers’ other sales Sept 

Dollar value _.Sept. 

Round-lot sales by dealer 

Number of shares—Total sale Sept. 
Short sale Sept 
Other sale Sept 

Round-lot purchases by dealers 
Number of share Sept 
WHOLESALE PRICES NEW SERIES — U. S. DEPT. OF LABOR— 

1926— 100: 

All commoditie Sept 

Farm product : _.. Sent 
Grains ____. Sept 
Livestock . Sept 

Food __.. Sept 
Meats . — Se pt 

All commodities other than farm and foods a 

Textile products ? Sent 

Fuel and lighting materials : ent 

Metals and metal products : a occ iiadl Sept 

Building materials ‘ a + 

Chemicals and allied product Sent 

*Revised figure. {Includes 512.000 barrels of fore crud uns 


to 


Latest 
Week 
100.7 


1,942,200 


5,938,33 
15,983,000 
19,628,000 

2,175,000 

8,314,000 

8,16C,000 


104,305,000 
26,577,000 
74,136,000 
42.206,000 


866,207 
69€,740 


$238,299,000 


144,425,000 
94,474,000 
25,298,000 

6,476,000 


11,306,000 
923,000 
152,300 


368 


6,457,030 


3.837¢ 
$46.61 
$40.75 


22.700c 
24.425c¢ 
102.500c 
16.000c 
i5.800c 
17.500c 


101.65 
115.43 
120.02 
118.60 
115.04 
109.06 

111.81 
116.02 
119.00 


37 
648 
65 


90 
22 
07 
85 
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468.6 


207,785 
231,325 
i 100 
714,466 


136.4 


19,828 
592,738 


$26,141,879 


21,884 
294 
21.590 
612.186 
10 832 
601,354 


$23,424,479 


201,450¢ 
201,450 


202,020 


$28,706,53: 


Previous 


Week 
100.4 


1,936,400 


381,000 


),640,000 
71,597,000 
42,727,000 


$219,743,000 
3,324,000 
96,419,000 
77,314,000 
19,105,000 


*10,066,.600 


768,000 


*122,500 


295 


6,449,101 


165 


101.70 
115 63 
119.61 
113.50 
115.24 
103.24 


116.02 
119.00 


~ 0.9 
> OO Lo 


aj a} <} 


1a) = © 
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ou C 


- 
-~I 
as 
to 


191.916 
180,467 

81 
738,187 


22,266 


670,102 
$3 


~) 


~ 


7.) 


Month 
Ago 
97.1 


1,872,800 


.707 580 
6,039,000 


uw 


21,319,000 


N 


265,000 
380.000 


8,311,000 


108,274.000 
24,413,000 
65,107,000 
42,008,000 


$198,771,000 
106,138,000 
92,633,000 
87,879,000 
4,754,000 


.280,000 
961.000 
140,500 


281 


3.837¢ 
$46.61 
$41.58 


NW WON WON Lh 
cs 


466.8 


265,558 
229,349 

101 
679,065 


$41,459,142 


27,918 
269 
27,649 
801.513 
9.653 
791.860 


-_ 


31,198,271 


237.540 
237,540 


345,750 


~~ 
C= 


Sm WEN U 


Ulm OU 
cS 


$188,659,000 
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Year 
Ago 
84.5 BUSINESS FAILURES—DUN & BRADSTREET, 
INC.—Month of August 


9 6( Manufacturing number 

1,559,600 Wholesale number 
Retail number 
Construction number 

i Commercal service number 

4,900,550 

9,306,000 Total number 

17,845,000 Manufacturing liabilities 

1,759,000 Wholesale liabilities 

6,667,000 Retail liabilities 

7,485,000 


Construction liabilities 
oY. Commercial service liatilities 
103,331,000 


26,436,000 Total liabilities 


80,114,000 
68,527,000 | CIVIL ENGINEERING CONSTKUCTION—EN- 
j GINEERING NEWS-RECORD — Month 
| August: 
743 022 Total U. S. construction 
569.057 Private construction 
{ > 
Public construction 
| State and municipal 
} Federal ~ 


COMMERCIAL PAPER OUTSTANDING—FED- 
ERAL RESERVE BANK OF NEW YORK— 
As of Aug. 31 (000’s omitted) 


95,673,000 

92,986,000 

64,267,000 | 

ye | 
, CONSUMER PURCHASES OF COMMODIIIES— 
DUN & BRADSTREET, INC. (1935-1925 
100)—Month of August 

8,695,000 | 


"2 a4 COTTON PRODUCTION — U. S. DEPT. OF 
4 | AGRICULTURE—As of September 1: 
| Production 500-lb. gross bales 


315 | CROP PRODUCTION — CROP REPORTING 
| BOARD U. S. DEPARTMENT OF AGRI- 
| oun a tee of Sept. 1 ‘tin thousands) 

a orn, all (bushel) 
5,555,641} wheat, all (bushel) 

Winter (bushel) 

A‘l spring (bushel) 

169 Durum (bushel) 
Other spring ‘bushel) 

Oats (bushel) 

Barley ‘bushel) 


3.705c | Rye (bushel) 
$45.88| Buckwheat (bushel) 
$27.42 | Flaxseed (bushel) 
| Rice, 100 pound bag 
Sorghum grain (bushel) 
} Cotton (bale) 
ania! Hay, all ‘ton) 
se iaee | Hay, wild (ton) 
103 voor | Hay, alfalfa (ton) 
15 125 Hay, clover anc timothy ‘ton) 
14.925 Hay, lespedeza (ton) 
10.000. Beans, dry edible 100 pound bag 
. Peas, dry field 100 pound bag 
Soybeans for beans ‘bushel) 
Peanuts (pound) 
103.84 Potatoes (bushel) 
115.04 Sweetpotatoes (bushel) 
120.84 Tobacco (pound) 
119.20 Sugarcane for sugar and seed ‘ton) 
114.27 Sugar beets (ton) 
106.39 Broomcorn (ton) 
19°.42 Hops (pound) 
116.22 Apples, commercial crop ‘bushel) 
114.4! Peaches tbushel) 
Pears (bushel) 
Grapes (ton) 
ie Cherries (12 States) ‘ton) 
rig Apricots (3 States) (ton) 
<.90 Cranberries (5 States) (barrel) 
es Pecans (pound) 
294 
3.37 DEPARTMENT STORE SALES—SECOND FED- 
3 20 ERAL RESERVE DISTRICT, FEDERAL 
2 84 RESERVE BANK OF N. Y. — 1935-1939 
2 68 AVERAGE—100—Month of August 
; Sales (average monthly), unadjustec 
344.7 Sales ‘average daily) unadjusted 
« -f 


Sales (average daily) seasonally 
Stocks, 
Stocks, 


adjusted 

unadjusted 

seasonaliy adjusted 

197.991 

205,128 | INTERSTATE COMMERCE COMMISSION— 
92 Index of Railway Employment et middle of 

369.573 August (1935-39 average 100) 


LIFE INSURANCE—BENEFIT PAYMENTS TO 


129.3 POLICYHOLDERS — INSTITUTE OF LIFE 
INSURANCE—Month of July 

Death benefits 
Matured endowments 
Disability payments 
Annuity payments 
Surrender values 

12,586 Policy dividends 

351,896 

$14 312,271 Total - 
15,141 LIFE INSURANCE PURCHASES — INSTITUTE 


115 OF LIFE INSURANCE — Month of Aug 


15,022 (000's cmitted) 
389,619 Ordinary 
4.760 Industrial 
384 859 Group 
$12,680,631 
Total 


162.960 | 
| METAL OUTPUT (BUREAU OF MINES) — 


162.969 


Month of July 
j Mine production of recoverable metals in the 
117.330 | United States: 
aie Copper (in short ton 
Gold tin fine ounces) 
| Lead (‘in short tons) 
Silver (in fine ounces! 
154.0 Zinc (‘in short tons) 
163.5 
155.2 NON-FARM REAL ESTATE FORECLOSURES— 
208.1 FEDERAL SAVINGS AND LOAN INSUR- 
163.3 ANCE CORPORATION— 
236.1 Month of June 
145.5 
139.2 ZINC OXIDE (BUREAU OF MINES)-—-Mont! 
130.2 of July: 
168.3 Production (short tons) 
189.9 Shipments (short tons) 
116.9 Stocks at end of month ‘short ton 


Revised. 


*Monthlv average 1949 


ol 


Latest 
Month 


$13,443,000 


3 
1,164,682,000 


702,103,000 
462,579,006 
402,598.000 

59,981,000 


$286,000 


360.4 


© 


,682,000 


,162,638 
,011,644 
740,537 
271,107 
37,239 
233,863 
,481,864 
297 922 
22,509 
4,681 
34,142 
36,237 
184,641 
9,62 
106,418 
12,657 
41,285 
29,395 
7,856 
16,717 
2,502 
274,702 
1,655,895 
420,286 
59,884 
1,950,725 
7,597 
13,151 
26 
58,753 
119,053 
51,980 
29,964 
2,538 
198 
941 
106,438 


mW 


~ 


- 


214 
202 
9°77 


277 
226 
226 


$117,588,600 


36,949 000 

7,462,000 
21,133,000 
50,442,000 
44,147,000 


$277,771,000 


7a) 
~ 
+I 


.725,000 
393.000 
341,000 


$2,519,000 


17.987 
19,542 
14.571 


Previous 
Month 


151 

73 

343 

65 

62 

694 
-$8,533 ,000 
2,640,000 
5,251,000 
1,619,000 
1,495,000 


$19,538,000 


$ 


1,175, 138,000 


699,269,009 
475,869,000 
360,214,000 


115,655,000 


$259,000 


3,167,607 
996,490 
740,537 
255,953 

35,518 
220,435 

1,456,130 

285,402 

22,509 
4,807 
30,695 
36,237 
176,428 
10,308 
104,991 
12.543 
40,316 
28,656 
7,810 
16,733 
2,920 
270,701 

1,659,890 

407,342 

59,322 
1,932,611 
7,597 
15,033 
28 
57,765 
113,227 
51,996 
28,607 
2,534 
231 

198 


106,571 


188 
192 
274 
194 
218 


119.5 


$133,973,000 


48,117,000 

8,583,000 
21,568,000 
60,244,000 
57,664,000 


$330,149,000 


$1,404,000 
397.000 
508,000 


2,304,000 


*74.860 
*191,272 
*36,713 
*3,419,295 


*50,184 


19,338 
18,955 
16.126 
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The following statistical tabulations cover production and other figures for the 


latest week or month available. Dates shown in first column are either for the 


week or month ended on that date, or, in cases of quotations, are as of that date: 


Year 
Ago 


N 


WwW 
U1 UO Qo © ho 
wuUindr 


$16,008,000 
5.284.000 
6,424,000 
2,272,006 
1,187,000 


$31,175,000 


$ 
781,416,009 
371,440,000 
409,976,000 
335,813,000 
74,163,000 


284.5 


16,127,009 
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128,174 


$115,810,009 


34,227.000 

7,475,000 
19,970,000 
46,979,000 
42,990,009 


$267,451,000 
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9 645 
17,129 
19,794 
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Continued from page 5 


Observations ... 


rather than the vocation of the 15 million-or-so of security holders, 
the investor remains unprotected in a community of pressure 
groups and political subsidization. Dependent on corporate earn- 
ings, he has had to contend with a general double-standard of 
government policy toward labor and farmer. 

In “the old days” of free capitalism the investor in common 
stocks could count on long-term growth, correlated with the 
interest rate and reinvestment of savings—as demonstrated by 
the studies of Edgar Lawrence Smith, Dwight Rose, Ayres, Crum, 
and the Harvard Economic Society. Then he mainly had on@® 
business fluctuations to contend with: now. to the no less complex 
business elements the new major factor of government inter- 
ventionism, undeterminable in kind or degree, has been added. 

_ Of the utmost significance has been the established principle 
of progressivism in taxation—the politically-popular ‘“soak-the- 
rich” technique applied to the nth degree against the upper-income 
bracketeers. 

The differing effect from high corporate and individual in- 
come taxation must be realized. While rises in the levy on cor- 
porations can be passed on, and profits protected, by higher 
prices, efficiency, etc., the inroads on the individual’s take-home 
income cannot be offset. The effect on the stock market price 
structure from “soak-the-rich-ism” is accentuated greatly by the 
permanent situation of the overwhelming proportion of equities 
held by the upper-income recipients (cf. Fed. Res. consumer 
studies). 

Lespite the fact that uecumulated savings of individuals in 
the United States today at $170 biilion have trebled during the 
past decade, their distribution has importantly widened to the 
lower income groups, who devote them largely to U. S. Savings 
Bonds, savings accounts, life insurance, savings and loan asso- 
ciation accounts, and just cash and checking accounts. 

Nor has equity-holding afforded the owner of capital ade- 
quate protection against dollar-depreciation or other inflationary 
factors. In the face of the concurrent banking, and credit ex- 
pansion and monetary expansion of the time, between 1937 and 
1942, the D-J average of common stock prices experienced a net 
decline of 50%; the same non-correlation existing during shorter 
intervals. 

Small wonder is it that American industry, banks, holding 


companies, closed-end investment trusts in recent years have 
been evaluated at sizable discounts, that the market is saying 
that “business is worth more dead than alive”’;* that many good 


companies have bcen priced at far less than their cost or replace- 
ment values, and in many cases even less than their working 
capital after deducting all liabilities. 


A Three-Way Squeeze 

As a result of the 73% rise in nis cost of living, of the man- 
aged lowering of the rate of interest, ana of rising taxation, the 
investor over the last decade has found himself in a 3-way 
squeeze. Since 1935-39 as a base period, adjusting the respective 
price changes to the concomitant depreciation of the dollar, the 
holder of high grade bonds has sufiered a deterioration of 30%, 
the holder of mortgages a decline of over 40%, and the common 
stockholder—despite a 50% rise in market price—is about 15% 
worse off in purchasing power. From an income standpoint the 
bondholder has suffered even more. The 15% decline in the gross 
income earned combined with the loss in the income’s purchasing 
power and the taxation imposed, means that the earning power 
of his savings has been veduced by over 50%. In the case of 
common stocks, despite their doubling of income, the accom- 
panying depreciation of the dollar has left only 20% to meet the 
impact of rising taxation. 

The Investor Post-Korea 

Surely the various encroachments on tne capitalist-investor 
which we have cited, have been vasily accentuated by our transi- 
tion into an armament economy s.nce the outbreak in Korea. 
Over-all, the pervading war atmosphere makes it generally more 
tempting, as well as easier for those holding those ideological 
aims, to further the undermining of the capitaiist-business inver- 
ests under the banner ot patriousm. Difficult it is to refute the 
popular plea to the voter-in-the-street that profits are sinful 
while soldiers are giving their lives. Witress the recent Con- 
gressional attitude toward the hasty creation of a so-called excess 
profits tax. 

The warmer the war, the greaie) 
double-standard of action toward prices and wages (as exem- 
plified by President Truman's recent pronouncements), while 
increasing the opportunity to extend controis. 

Anticipations of monetary policy, with their effects on secu- 
rity prices, are rendered even more uncertain by armament- 
economy exigencies; witness the current Treasury-Reserve Board 
conilict regarding money rates, and the Federai Reserve's anti- 
intlationary expressions regarding Federal farm policy. 


is the politician’s long-term 


Inflation-Deflation Obscurities 
The investor’s decisicn whether to expect inflation or deifla- 
tion, and the gauging of his policies thereto, are no less difficult 
in war than in peacetime. The in-flationary elements are quite 


obvious to everyone, to the man-in-the-street as weil as the 
investment expert. But it should be borne in mind tnat there 
are also many inherent deflationary faciors. We must not lose 


sight of the effects of the nation’s tremendous productive capacity; 
retlected, for example, in the present record output of automobiles 
at an 8-million annual rate, of steel currently at 20% more than 
in 1949, and in textiles with cotion guods production last munth 
exceeding August, 1949, by 40%. Other factors ranging from 
rising tax collections by Goverment to abandonment of con- 
sumers’ scare-psychology constitute additional dis-inflation po- 
tentials. 

On the other hand, if 
unabated, and if 


the Governments non-war speeding 
take-home wages rise uncontroiled 





‘An expression first used by Hcward F. Vultee, Vice-President of Marine 
Miciand Corp., in a 
March 1, 1949. 


speech before the Rotary Civb of Cortland, N. Y., 
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or only lethargically controlled, the net situation is likely to be 


in-flationary. Wage rises already being demanded and in some 
instances granted, are exceeding cost-of-living rises, 

Another difficulty facing the Hot-War investor is the diffi- 
culty of defining “war” and “peace” issues, and differentiating 
between them. This is vividly demonstrated by the great irregu- 
larity of market price action of different industry groups during 
Warld War II, and its obvious unpredictability in advance. The 
investor’s difficulty extends to the timing as well as the classifica- 
tion of war-and-peace stocks—particularly in the absence of an 
inclusive conflict. The rails, which may be considered a good war 
but an undesirable long-term investment, exemplify the investor’s 
timing difticulty. Moreever, even the recognizable “war-arma- 
ment” companies carry the imponderables of renegotiation, excess 
proiits taxation, and the general headaches of having the Gov- 
ernment as a customer. 


What to Do? 


Midst all these difficulties which confront him, the investor 
must above all maintain an attitude of realism—without wishful 
thinking—in facing the relevant conditions as they are. In the 
area of his investment operations he inust not be an ideologist, 
a politician, or a publicisi. He must adjust his policies to condi- 
tions as they actually exist, not as he would like to have them. 
He must live under the established recog.ized conditions, not 
under theories. 

As to his investing methodology, the following principles are 
now more indispensable than ever: 


(1) He must take the long-term view in weighing his deci- 
sions. 


(2) He must keep himself de-emotionalized, particularly of 
war atmosphere over-emphasis. 
(3) He must diversify: 
(a) Among government bonds and common stocks. 
(b) In bonds between governments and tax-exempts (if 
warranted by his individual tax situation). 
(c) In stocks, among industries including both anti- 
inflation and anti-deflation hedges. 
(d) Among different companies within industries, includ- 
ing both growth companies and defensive situations. 
(4) He must not look at the market-as-a-whole, but weigh 


values in individual situations. 


External difficulties, no matter how severe, must not lead us 
to abandon permanently sound investing principles. 

Perhaps the true status of the American investor—along with 
the owner of capital universally—is one of secular and permanent 
deterioration, with his maximum opportunity limited to delaying 
his ultimate Gemolition by intelligent behavior. 


|The foregoing constitutes a summary of the first of a series 
of lectures, ‘The Investor in a World of Uncertainty,” delivered 
by the author at the New School for Social Research. | 


Continued from first page 


Stock Market on Trial— 
The Weight of Evidence 


late. 


regard these cycle waves with tember 1947 (176)—another sell 
concern, then we have been in the signal the middle of July 1948 
danger zone since February 1950. (195). The last buy signal made 


Any time between now and De- 
cember 1950 intensifies the prob- 
ability of a top to stand for some 

time to come. 
(2) The next 
has an excellent 
pei.od of years, is the relation- 
ship of the price of General 
Motors io the market as a whole. 
Some time ago a “Chronicle” con- 
tributor demonstrated that over 
a period of years, General Motors 
habitually has made its high or 
its low approximately four months 
before the market turned down 
or turned up. The high this year 
for General Motors was on June 
12 at 99'%. According to this for- 
mula, if General Motors does not 
sell above 991g, (or its equivalent to 
after the splitup) by October 12, 
danger signals would be flying 
at the masthead. a few 
the stock 


tober 1949 (186). 


which 
over a 


formula . ieakaiel 
record appreciably. 


mula, December is the 


month. 
Market Over-Bought 


(4) More recently, we 


interesting compilation 
with total 
declines in the market 
disregarding actual price 
ations. 


bound to indicate 
over-sold 


time 
bought and 


market had 


Ratio of Automobile to over-bought condition. If we fol- 
Steel Stocks low this formula to its logical con- 
(3) A third approach is the re- Clusion, one should be substan- 


lationship of leading automobile ; 
stocks to leading steel stocks. The Of May. For an 
essence of the reasoning support- ton to develop, 
ing this formula among other be a_ substantial 
things, is the tendency of auto- decline. 
mobile stocks to make their highs 
some months prior to a general 
top, whereas the steel stocks in- 
evitably have been laggards and 
have registered their highs some with an “index of 
time after the Stock Market has often described in 
already turned down. as a calculated 
In our compilation of this ratio speculative 
and allowing for a certain time stocks. This 
lag, the record for the past five 
years speaks for itself. According 
to calculations, this ratio formula 
indicated a sell signal the middle 
part of April 1946 (average 210) 


first there 
and 


useful combination 


Jones 40 bond prices 


ratio 
stocks to 
index is 


several minor 
a major movement. 


and June were danger 








It is elementary that if we a buy signal the middle of Sep- 


its appearance the middle of Oc- 


It seems unlikely that during 
the next three or four months this 
ratio should change its direction 
Should that be the 
case, then according to this for- 
selling 


have 
been experimenting with a very 
treating 
weekly advances and 
itself and 
fluctu- 
These figures when com- 
puted on a moving average with 
a certain time lag, are from time 
over- 
conditions. 
This particular formula suggested 
weeks prior to Korea that 
reached an 


tially in cash since the latter part 
over-sold condi- 
must 
prolonged 


(5) Our last and probably most 
formula over 
a period of years deals with Dow- 
weighted 
confidence,” 
these articles 
of certain 
investment 
more sen- 
sitive and at times has suggested 
movements within 


According to these figures May 
months 
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Almost immediately after the 
Korean break, the index turned 
upward. In its present position, 
we could not expect another down 
signal until late November or 
sometime in December. 


We repeat that our emphasis on 
these formulas and the impor- 
tance we attach to them largely 
is based upon their performanee 
in the past. Basically, the ground 
work supporting these formulas is 
intelligent. Conditions can change, 
as they always do, but in laying 
great stress on these indexes, we 
feel that changing conditions ex- 
press themselves in the _ units 
which make up the figures. The 
weight of evidence is there. We 
pass it along for what it has been 
worth in the past in the hope that 
once more it will demonstrate its 
value in the future. 


Selectivity Remains 


One final word—the Stock Mar- 
ket never rises or falls as a whole. 
During practically all bull mar- 
kets, certain groups or stocks will 
be making new lows. During bear 
markets, there will be a certain 
number of new highs. These are 
individual situations and it is a 
well understood fact that invest- 
ors and speculators holding the 
wrong stocks can lose money on 
the long side in a bull market and 
also on the short side in a bear 
market. 

We simply mention this because 
the danger signals which accord- 
ing to the indexes should be com- 
ing along during the next few 
months have to do largely with 
the market as a whole and should 
not apply to every group or any 
particular stock. 


Merrill Lynch Group 
Offers Safeway Stores 
Preferred & Common 


Merrill Lynch, Pierce, Fenner & 
Beane and associates on Sepi. 22 
offered 110,000 shares of 4% cu- 
mulative preferred stock ($100 
par value) and 257,064 shares of 
common stock ($5 par value) 
common stock of Safeway Stores, 
Inc. The preferred stock is priced 
at $100 per share, plus accrued 
dividends, and the common stock 
is being offered to common stock- 
holders at $28 per share on the 
basis of one additional share for 
each ten shares held. Subscription 
rights will expire at 3 p.m. (EST) 
on Oct. 5, 1950, and the under- 
writers will purchase the unsub- 


scribed portion of the common 
shares. 
Proceeds from the sale of the 


preferred and common stock will 


be applied towards the prepay- 
ment of $20,000,000 term bank 
loans obtained on Nov. 16, 1945. 


The balance of cash required for 
this purpose will be provided from 
the company’s general funds. How- 
ever, if only the new preferred or 
only the common is sold, the term 
bank loans will be prepaid only 
to the extent of the proceeds of 
such sale. 

The new preferred stock is en- 
titled to a premium of $3 a share 
if redeemed on or before Oct. 1, 


1954, and at declining premiums 
down to 50 cents a share after 
Oct. 1, 1960. 


The company operates a chain 
of 2,102 retail food stores in 23 
states, the District of Columbia 
and the five western provinces of 
Canada, A_ general wholesale 
grocery business also is conducted 
in Canada 


George A. Young 


yecia] to THe FIN4NcIsAL CHRONIC E) 


George A. Young, former part- 
ner in R. L. Day & Co., New York 
City and Boston, died Sept. 25, at 
the age of 70 after an illness of 
two months. 
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Securities Now in Registration 


@ A & G Corp., Denver, Colo. 

Sept. 18 (letter oi notification) 10,000 shares of series B 
non-voting common stock. Price—$10 per share. Under- 
writer—None. Proceeds—For wholesale floor covering 
business purposes. Office—3960 Wynkoop St., Denver, 
Colo. 

@® Acme Alumizum Alloys, Inc., Dayton, Ohio 
Sept. 19 (letter o1 notification) 2,000 shares of common 
stock (par $1). Price—At market (estimated at about $5 
per share). Underwriter—Tucker, Anthony & Co., New 
York. Proceeds—‘c K. A. Stein, Chairman of the Board, 
the selling stockholder. 


@® Alabama Power Co. (10/24) 
Sept. 22 filed 100,000 shares of preferred stock (par 
$100). Underwrite:_-To be determined by competitive 


bidding. Probable bidders: Morgan Stanley & Co.; Blyth 
& Co., Inc.; Union Securities Corp. and Equitable Secur- 
ities Corp. (jointly); First Boston Corp. Proceeds — For 
construction program. Bids—Expected to be opened Oct, 
24. 

Alabama Power Co., Birmingham, Ala. 


July 28 filed 64,060 shares of 4.20% preferred stock 
(par $100) offered in exchange for a like number of out- 
standing 4.20% preferred shares of Birmingham Electric 
Co. No underwriter. Offer expires Oct. 20 (extended 
from Sept. 22). Statement effective Aug. 29. 
American-Canadian Uranium Co., Ltd. (9/29) 
Sept. 1 filed 500,000 shares of common stock (par 10c). 
Price—$3.50 per share. Underwriter—First International 
Securities Co., Inc. Proceeds—To explore and acquire 
claims and concessions for uranium ore bodies. 
Arkansas Power & Light Co. 

May 23 filed 155,000 shares ot cumulative preferred stock 
(par $100). Proceeds—To be applitd to (a) redemption 
on Aug. 1, 1950, at $110 per share plus dividend ac- 
cruals, of all the 47,609 shares of outstanding $7 pre- 
ferred and 45,891 shares of outstanding $6 preferred; 
and (b) the carrying torward of the company’s construc- 
tion program. Bids—Received by company up to noon 
(EDT) on June 19, but rejected. Only one bid was made 
of $100.003 per share, with a $4.95 dividend from Lehman 
Brothers, Equitable Securities Corp. and White, Weld & 
Co. (jointly). Statement effective June 12. No further 
devision reached. 


@ Associated Mercantile Co., Chicago, Ill. 


Sept. 18 (letter of notification) 2,970 shares of preferred 
stock (par $100) and 2,970 shares of common stock (par 
$1). Price—At par. Underwriter—None. Proceeds—To 
establish wholesale mercantile business. Address—c/o 
Louis E. Cohen, 120 West 29th St., Chicago, III. 


Associated Telephone Co., Ltd. (10/17) 

Sept. 14 filed $6,000,000 of 2%% ist mtge. bonds, series 
F, due Nov, 1, 1979. Underwriter—To be determined by 
competitive bidding. Probable bidders: Halsey, Stuart 
& Co. Inc.; Kuhn, Loeb & Co. and Salomon Bros. & 
Hutzler (jointly); Lehman Brothers; Paine, Webber, 
Jackson & Curtis and Stone & Webster Securities Corp. 
(jointly);; White, Weld & Co., Kidder, Peabody & Co. 
and Shuman-Agnew & Co. (jointly); Equitable Secur- 
ities Corp. and Harris, Hall & Co. (Inc.) (jointly). Pro- 
ceeds—To repay bank loans and for new construction. 
Bids—Expected to be opened on Oct. 17. 


® Bank Building & Equipment Corp. of America 


Aug. 28 (letter of notification) 1,000 shares of common 
stock (par $3). Price—-At the market price. Underwriter 
—Scherck, Richter Co., St. Louis, Mo. Proceeds—tTo sell- 
ing stockholder. Office—9th and Sidney Streets, St. 


Louis 4, Mo. This corrects item published in the “Chron- 
icle” of Sept. 7, page 926. 


® Beam (James B.) Distilling Co., Chicago, Ill. 


Sept. 18 (letter of notification) 1,000 shares of common 
stock (par $2). Price—At market (estimtaed at $5 per 
share). Underwriter—None. Proceeds—To Jack Koeski, 
Vice-President, the selling stockholder. 


® Beneficial Finance & Thrift Co. 


Sept. 18 (letter of notification) not in excess of $300,000 
class A and class B investment certificates. Underwriter 
—None. Office—121 E. Travis St., San Antonio, Tex. 
Big West Oil & Gas Co., Dallas, Tex. 

Sept 5 filed $1,760,000 of 5% sinking fund debentures 
due 1965 (convertible into common stock on basis of 200 
shares for each $1,000 of debentures). Price—To be filed 
by amendment. Underwriter—H. M. Byllesby & Co., Inc., 


Chicago, Ill. Proceeds — For drilling and development 
expenses and for working capital. 
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Blair Holdings Corp. 
Aug. 8 (letter ot notification) 15,000 shares of capital 
stock. Price—At market (approximately $2.75 per share). 
Underwriter—First California Corp., San Francisco, Cal. 
Proceeds—To Virgil D. Dardi, President, the selling 
stockholder. 


@® Buensod-Stacey, Inc. 
Sept. 22 (letter ot 
shares of class B 


(Del.), N. Y. City 
notification) not exceeding 1,500 
common stock to officers and em- 
ployees. Price—At par ($20 per share). Underwriter— 
None. Proceeds—fFor general corporate purposes, in- 
cluding liquidation of certain indebtedness. Office—60 
East 42nd Street, New York 17, N. Y. 

@ California Electric Power Co., Riverside, Calif. 
Sept. 25 filed $4,000,000 of 2%% first mortgage bonds 
due 1980. Underwriters--To be determined by competi- 
tive bidding. Probable bidders: Halsey, Stuart & Co. Inc.; 
Kidder, Peabody & Co. Proceeds—For construction pro- 
gram. 

California Water Service Co. 

Sept. 7 filed 80,000 shares of cumulative convertible pre- 
ferred stock, series F (par $25). Underwriters—To be 
supplied by amendment—probably Dean Witter & Co. 
Proceeds—To restore treasury funds used to finance con- 
struction and purchase of capital assets and to repay 
short term bank loans. 

Chase Candy Co., St. Louis, Mo. 
Aug. 28 filed 147,861 shares of common stcck (par $1) 
to be offered first to common stockholders other than 
F. S. Yantis & Co., Inc., on the basis of one share for each 
two shares held. Unsubscribed shares to be publicly 


offered. Price $2.50 per share. Underwriter — F. S. 
Yantis & Co., Inc., Chicago, Ill., who had in June, 
1949, purchased 200,000 shares at $2.50 per share. Pro- 


ceeds—To selling stockholders. Expected this week. 
@® Chemical Fund, Inc., New York 
Sept. 21 filed 220,917 shares of capital stock (par $1). 
Underwriter—F. Eberstadt & Co., Inc., New York. Pro- 
ceeds—For invesiment. Business—An investment com- 
pany. 
@® Chicago Pneumatic Tool Co. 
Sept. 19 (letter of notification) 56 shares of common 
stock (no par) and 75 shares of $3 convertible preference 
stock (no par). Price—At market on the New York 
Stock Exchange. Underwriter—-Lee Higginson Corp., 
New York. Proceeds—For general corporate purposes. 
City Stores Co. 
July 17 filed 149,317 shares of common stock (par $5) 
offered in exchange for common stock (par $10) of Op- 
penheim, Collins & Co., Inc., and for the 444% convert- 
ible preferred stock (par $50) and common stock (par 
$1) of Franklin Simon & Co., Inc., at the following 
ratios: 1% shares for each Oppenheim, Collins common 
share; two shares for each Franklin Simon preferred 
share and one share for each two common shares of 
Franklin Simon. Offer expires on Oct. 16. Dealer- 
Manager—W. E. Hutton & Co., New York. Statement 
effective Aug. 16. 
@® Consumers Power Co. (10/3) 
Sept. 22 filed (by amendment) 510,470 shares of common 
stock (no par) to be offered common stockholders of 
record Oct. 3, 1950 at rate of one share for each 10 shares 
held, with an oversubscription privilege; rights to expire 
Oct. 19, 1950. Price—To be supplied by amendment. 


Dealer-Manager—Morgan Stanley & Co. Proceeds—For 
construction program. 


Continental Refrigeration Corp., N. Y. 
July 28 (letter of notification) $250,000 of 6% 5-year 
income notes dated June 1, 1950 in multiples of $1,000. 
Price—At 100 and interest. Underwriter—National In- 
vestors Service, New York. Proceeds—To pay expenses 
incurred in prosecuting infringement actions under pa- 
tent and for commercialization of patent. Office—50 
Broadway, New York, N. Y 

Dayton Power & Light Co. 
Sept. 13 filed 56,000 shares of common stock (par $7) 
to be sold to employees. Price—-To be set each six- 
month period by subtracting 15% from the average price 
for the preceding 12 months. Underwriter—None. Pro- 
ceeds—For general funds and used, in part, for con- 
struction program. 


@® Delaware Fund, Inc., Philadelphia, Pa. 
Sept. 26 filed 500,000 shares of common stock (par $1). 
Underwriter — Delaware Fund Distributors, Inc., New 


York. Proceeds—For investment. Business—An invest- 
ment company. 


Delaware Gazette Co., Delaware, 0. ~~" 
Sept. 8 (letter of notification) $140,000 of 5% first 
mortgage bonds due 1962. Price—At 101%. Underwriter 


—The Ohio Company, Columbus, Ohio. Proceeds—For 
construction of newspaper building. 


Detroit Hardware Manufacturing Co. 
Aug. 4 (letter of notification) 100,000 shares of common 
stock (par $1). Price—$3 per share. Underwriter— 
C. G. McDonald & Co., Detroit. Proceeds—To expand 
facilities and for working capital. Office—i3zu Mt. 
Elliott Avenue, Detroit, Mich. 


Doman Helicopters, Inc. (10/2) 
Sept. 18 (letter of notification) 11,320 shares of capital 
stock to be issued upon exercise of warrants. series A to 
F, inclusive. Price—$1.50 to $2.25 per share. Under- 
writer—None. Proceeds—For general corporate pur- 
poses. Office—545 Fifth Avenue, New York 17, N. Y. 


®@ INDICATES ADDITIONS 
SINCE PREVIOUS ISSUE 


@ East Eagle Mining Co., Seattle, Wash. 


Sept. 20 (letier of notilication) 50,000 siares of common 





stock. Price—33', cents per share. Underwriter—None. 
Proceeds—To construct mill. _Address—c/o G. R. Hol- 
derman, 5515 15th Street, N. E., Seattle, Wasn 

El Paso Natural Gas Co. 
Aug. 31 filed 230,000 shares of common stock (par $3) 


offered for subscription by common stockholders of rec- 
ord Sept, 19 at the rate of one share for each 10 shares 
held with an oversubscription privilege; rights will ex- 
pire on Oct. 4. Price-—-$21.57'2 per share. Underwriter 
—White, Weld & Co. Proceeds—To retire either a part 
of the outstanding 242% bank notes maturing in i951] 
and 1952 or a portion of the 244% notes due 1952. State- 
ment effective Sept. 20. 

Equipment Finance Corp., Chicago, Ill. 
Aug. 7 filed 10,000 shares of 4% cumulative preferred 
stock, to be offered to officers and employees of this 
corporation and of Curtis Candy Co., parent. Price—At 
par ($100 per share). Underwriter—None. Proceeds— 
To acquire equipment and real estate for its parent. 
Statement effective Sept. 13. 

Family Finance Corp. (10/9) 
Sept. 19 filed 200,000 shares of common stock (par $1). 
Price—To be filed by amendment. Underwriters—Mer- 
rill Lynch, Pierce, Fenner & Beane and G. H. Walker & 
Co., of New York. Proceeds — To reduce oustanding 
bank loans and commercial paper. 

Fedders-Quigan Corp. 
June 21 filed 103,402 shares of series A cumulative con- 
vertible preferred stock (par $50) to be offered to com- 
mon stockholders on basis of one preferred share for 
each 12 shares held. Price—To be filed by amendment, 
along with dividend rate. Underwriter—Smith. Barney 
& Co., New York. Proceeds—To pay promissory note, 
to complete purchase of a new plant at E] Monte. Calif.. 
and for additional working capital. Offering postponed. 

Florida Power Corp. (10/2) 
Sept. 1 filed 40,000 shares of cumulative preferred stock 
(par $100). Underwriter — To be determined by com- 
petitive bidding. Probable bidders: Kidder, Peavody & 
Co. and Merrill Lynch, Pierce, Fenner & Beane | jointly); 
Lehman Brothers; Union Securities Corp. Proceeds—To 
repay bank loans and for construction program. Bids— 
Will be received at the office of Messrs. Shearman & 
Sterling & Wright, 20 Exchange Place, New York 5, 
N. Y., up to 12 o’clock noon (EST) on Oct. 2. Statement 
effective Sept. 21. 

General Radiant Heater Co., Inc. 
May 3 filed 170,000 shares of common stock (par 25¢) 
Price—$3 per share. Proceeds—For plant and warehouse, 
advertising research, working capital, etc. Temporarily 
postponed. Amendment may be filed. 

General Shoe Corp., Nashville, Tenn. 


June 30 filed a maximum of 32,885 shares of common 
stock (par $1) to be offered on a share-for-share basis 
in exchange for outstanding preferred stock of W L 


Douglas Shoe Co. No underwriter, Statement effective 
July 25. 


® Government Employees Corp., Washington, D.C. 


Sept. 26 filed 30,000 shares of capital stock ‘par $5), 
to be offered to present stockholders. _Price—S60 per 
share.. Underwriter—None. Proceeds—For additional 


capital funds. Business—Automobile financin.. 


Graybar Electric Co., Inc., New York 
Aug. 23 filed 72.000 shares of common stock. to be of- 
fered for subscription by employees. Price—At par ($20 
per share). JInderwriter—None. Proceeds—For work- 
ing capital. Statement effective Sept. 18. 

Greenwich Gas Co., Greenwich, Conn. 
Sept. 1 (letter of notification) 8,000 shares of $1.50 pre- 
ferred stock (no par) and 9,777 shares of common stock 


(no. par), to be offered first to stockholders. Price—Of 
preferred, $25 per share, and common $10 per share. 
Underwriter—F. L. Putnam & Co., Boston, Mass. Pro- 


ceeds—-To retire bank loan and for working capital. 
@ Haile Mines, Inc. (10/3) 
Sept. 19 (letter of notification) 100,000 shares of common 
capital stock (par 25 cents) to be offered to stockholders 
of record Sept. 22 on basis of one share for each 14 
shares held: rights to expire Oct. 20. Price—s150 per 
share. Underwriter—None. Proceeds—For exploration, 
development and mining of various properties located 
principally in Arizona and New Mexico, at present un_ er 
,lease to the company, or to be acquired. Oijfice- 
¥ Liberty Street, New York 5, N.Y. 
3, Hallicrafters Co., Chicago, Ill. 
*Sépt. 22 filed 300,000 shares of common stock ‘par $1), 
rof4“wvhich 150000 shares are to be offered for the account 
‘afzseven stcokholders and the balance for the company’s 
a¢tount. Price—To be supplied by amendment. Under- 
writer—Kebbon, McCormick & Co., Chicago. Ill. Pro- 
ceeds—To company will be used to pay an $800.000 bank 
debt, to retire the $78,000 outstanding second mortgage 
4% notes and for working capital. 
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@® Hathaway (C. F.) Co., Waterville, Me. 


Sept. 21 (letter of notification) 12,000 shares of 5.8% 
cumulative preferred stock (par $25) and 12.:00 com- 
mon stock purchase warrants for the purchase of 1'% 
shares of common stock each (purchasers of each share 
of preferred to receive one warrant exercisable at the 
rate of $7.50 per common share between Jan. 1. 1953 and 
Dec. 31, 1955; thereafter and on or before Dec. 31, 1955, 
at $11 per share: and thereafter and on or beitore Dec 











31, 1961, at $16 per share), Price—Of preferred, $25 per 
share. Underwriter—H. M. Payson & Co., 93 Exchange 
Place, Portland, Me. Proceeds—For working capital. 


Home Telephone & Telegraph Co. of Virginia 
Sept. 14 (letter of notification) 57,600 shares of capital 
stock. Price—At par ($5 per share). Underwriter—None. 
Proceeds—To pay bank loans and for new construction. 
Office—Emporia, Va. 

Hooper Telephone Co., Hooper, Neb. 

Aug. 18 (letter of notification) $30,000 of 334% bonds 
due 1970. Price—In excess of 102%. Underwriter— 


Wachob Bender Corp., Omaha, Neb. Proceeds—To retire 
temporary loans. 


Hub Loan Co., Jersey City, N. J. 

Sept. 18 (letter of notification) 100,000 shares of 18 cents 
cumulative convertible preferred stock (par $2). Price— 
$3 per share. Underwriter—Dansker Brothers & Co.. 
Inc., New York City. Proceeds—For working capital. 


@ Huyck (F. C.) & Sons, Rennselaer, N. Y. 

Sept. 25 (letter of notification) 500 shares of common 
stock (par $5) to be offered to employees. Of the to.al, 
185 shares are for account of company and 315 shares 
for account of a selling stockholder. Price—$36 per 
share. Proceeds—-To reimburse company for the $7,104 
cash paid by it on July 23, 1948 to purchase the 185 
shares to be offered by company. 

® International Uranium Corp., New York 

Sept. 18 (letter of notification) $250,000 of convertible 
Ore Wariants and 500,000 shares of common stock (par 
one cent). the latter to be reserved for conversion of 
warrants at rate of two shares for each $1 of warrants. 
Price—Oi warrants, $1 per unit, Underwriter—Lawrence 


Frederick Gardner, Merrick, L. IL, N. Y. Proceeds—To 
buy mining properties and develop mines. Office—11 
West 42nd St., New York, N. Y. 

James Manufacturing Co. (10/2-7) 


Sept. 6 \ietter of notification) 15,973 shares of common 
stock (par $5) to be offered first to common stockholders 
on the basis of one share for each 10 shares held. Price— 
$18.75 per share. Underwriters—Loewi & Co., Shearson, 
Hammill & Co. and Bell & Farrell, Inc. Proceeds—For 
working capital. 

Kaye-Halbert Corp., Culver City, Calif. 
July 28 filed 100,000 shares of class A common stock 
(par $1 Price—$5 per share. Underwriter—Sills, Fair- 
man & Harris, Inc., Chicago, Ill. Proceeds—For working 
capital. 

Key West Propane Gas Corp. 
Sept. 1 (letter of notification) $125,000 of series A bonds. 
Price—At par ($1,000 each). Underwriter—Bioren & Co., 
Philadelphia, Pa. Proceeds—To purchase outstanding 
bonds and 1.0tes of Key West Gas Co. and stock of Island 
City Gas Co. Offering—Expected this week. 


Lancaster Processes, Inc., N. Y. City 


Sept. 7 (letter of notification) 100,000 shares of 6% cu- 
mulative if earned) and convertible preferred stock 
(par $2.50) to be offered to common stockholders of 


record Sept. 6, with rights expiring Oct. 
$2.50 pei 


15. Price— 
share (payable as to 64,321 shares at rate of 


one conimon share |par $2| and 50 cents in cash for each 
preferred share. Underwriter—None. Proceeds—For 
working capital. Office—620 Fifth Avenue, New York 
20, N 
Lees (James) & Sons Co. 

Sept letter of notification) 4,100 shares of common 
stock. Price—At market (estimated at $24 per share). 
Tndorser'ter—To be sold through Wood, Struthers & Co., 
New York. Proceeds—To selling stockholder, No pub- 


lic offering is planned. 


Leigh Foods, Inc. 


June % 


(N. Y.) 
etter of notification) 300,000 shares of capital 


stock r 10 cents). Price—$1 per share. Underwriter 
—None Proceeds—-For working capital and general cor- 
porate poses Office—630 Fifth Avenue, New York 20 
New Y 

@® Lennox Hotel Co., St. Louis, Mo. 

Sept. 23 letter of notification) 31,805 shares of common 
stock (} $1). Price—$6.09 per share. Underwriter 
Mayfair Hotel, Inc., St. Louis, Mo. Proceeds—To pay off 
first a sccond mortgage bonds. Office—825 Washington 
Ave., St. Louis 1, Mo. 


Louisiana Power & Light Co. 

Mav 2° ‘iled 90,000 shares of preferred stock (par $100) 
Proceeds—To be used to redeem, at $110 per shart plus 
dividend accruals, the 59,422 shares of outstanding $6 
preferred stock, and for construction and other purposes 
Bids—Received by company up to noon (EDT) on June 
19. but rejected. Three bids were made as follows 
Union Securities Corp., $100.40 per share with a $4.65 
dividend: Blyth & Co., Inc., and Equitable Securities 
Corp. (jointly), $100.10 with a $4.65 dividend: and W C 
Langley & Co. and First Boston Corp. (jointly), $100.30 
with a $5.80 dividend. Statement effective June 12. No 
further decision reached. 


Loven Chemical of California, Newhali, Calif. 
May 31 letter of notification) 282,250 shares of capita! 
stock Price—At par ($1 per share). Underwriter—Floyd 
A. Allen & Co., Inc., Los Angeles, -Calif. Proceeds—To 
buv land. build a plant and equip it to produce so-called 
“impact” plastics. Office—244 S. Pine St., Newhall, Calif 


@® Lyon-Raymond Corp., Greene, N. Y. 


Sept. 19 (letter of notification) not to exceed $250,000 
of 10-\« 5% debenture bonds. Price—In units otf 
$50, 3100. $500 and $1,000. Underwriter—None. Proa- 
ceeds—F working capital and plant expansion. 
® McDonnell Aircraft Corp., St. Louis, Mo. 
Sept. <7 tiled 40,000 shares of common stock (par $1). 
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October 11, 1950 
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October 17, 1950 
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October 24, 1950 
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October 30, 1950 
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November 13, 1950 
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November 20, 1950 

Kangas Gas & Electric Co._- _Preferred 
November 27, 1950 

Kansas Gas & Electric Co._- ____ Bonds 
















Price—At market (estimated at $35.50 per share). Under- 
writer—None. Proceeds—To five selling stockholders. 
Metropolitan Brick, Inc., Canton, Ohio 

Aug. 29 (letter of notification) 50,820 shares of common 
stock to be offered to common stockholders of record 
Sept. 25 at rate of one share for each five shares held; 
rights to expire Oct. 21. Price—At par ($4 per share). 
Underwriter—None. Proceeds—To pay promissory notes 
and for plant improvement. Office—Renkert Bldg., 
Canton, O. 


Middie South Utilities, Inc. 

June 1 filed 400,000 shares of common stock (no par) to 
be offered to preferred stockholders of three subsidiaries 
—Arkansas Power & Light Co., Louisiana Power & Light 
Co. and Mississippi Power & Light Co. Underwriter— 
Equitable Securities Corp will serve as “dealer-man- 
ager.” (See also listings of Arkansas, Louisiana and 
Mississippi companies elsewhere in these columns.) 


Middiesex Water Co., Newark, N. J. 
Feb. 9 (letter of notification) 5,200 shares of common 
stock offered to common stockholders at $50 per share 
on a one-for-five basis. Underwriter—Clark, Dodge & 
Co. Proceeds—To pay notes and for additional working 
capital. Indefinitely postponed. 


Miller (Waiter R.) Co., Inc. 
aarct, 6 (letter of notification) 1,000 shares of 6% 
-umulative preferred stock at par ($100 per share). Un- 
jerwriter—George D. B. Bonbright & Co., Binghamton, 
’ Y Proceeds—To assist in acquisition of 1216 shares 
f -ompany’s common stock 

Mission Appliance Corp., Hawthorne, Calif. 
July 24 filed 50,000 shares of 6% cumulative convertible 
preferred stock. Price—At par ($20 per share). Under- 
writer—Lester & Co., Los Angeles, Calif. Preceeds—To 
retire bank loans and install machinery and equipment 
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in a proposed new plant to be located east of the Rocky 
Mountains. Business—Manufacturer of gas and electric 
water and space heaters. 


Mississippi Power & Light Co. 

May 23 filed 85,000 shares of cumulative preferred stock 
(par 100). Proceeds—To be used to redeem at $110 per 
share plus dividends, the outstanding 44,476 shares of $6 
preferred stock and for construction and other corpo- 
rate purposes. Bids—Received by company up to noon 
(EDT) on June 19 but rejecied. Four bids were made 
as follows: Union Securities Corp., $100.10 per share 
with a $4.80 dividend; Lehman Brothers, $100.551 with 
a $4.85 div.; W. C. Langley & Co. and First Bostou Corp. 
(jointly), $100.30 with a $4.90 dividend; and Blyth & Co., 
Inc., Equitable Securities Corp, Shields & Co., White, 
Weld & Co. and Kidder, Peabody & Co. (jointly), $100.19 
with a $4.90 dividend. Statement effective June 12. No 
further decision reached. 


@® Modern Gold Dredging Co., Spokane, Wash. 


Sept. 15 (letter of notification) 1,000 shares of common 
stock. Price—At par (10 cents per share). Underwriter— 
None. Proceeds—For placer operation. Office—922 W. 
Riverside Ave., Spokane, Wash. 


Monarch Radio & Television Corp. 
Sept. 8 (letter of notification) 600,000 shares of common 
stock (par 5 cents). Price—50 cents per share. Under- 
writer—George J. Martin Co., New York. Purpose— 
For expansion and working capital. Office—2430 At- 
lantic Avenue, Brooklyn 7, N. Y. Expected in about a 
week. 


® Montana Power Co. (10/30) 


Sept. 25 filed $10,000,000 of 25-year sinking fund deben- 
tures due Oct. 1, 1975. Underwriters—To be determined 
by competitive bidding. Probable bidders for bonds: Hal- 
sey, Stuart & Co. Inc.; Blyth & Co., Inc.; Union Securities 
Corp.; Merrill Lynch, Pierce, Fenner & Beane; Smith, 
Barney & Co.; Lehman Brothers. Proceeds — To repay 
bank loans and expansion and extension of gas and 
electric properties. Bids — To be invited Oct. 20 and 
opened Oct. 30. 


® Morris Plan of America, New York 


Sept, 21 filed 389,449 shares of common stock (par $5), 
to be offered to common stockholders at rate of one 
share for each four shares held, with an oversubscription 
privilege. Price—At par. Underwriter—None. Proceeds 
—To invest proceeds in its wholly-owned subsidiary, 
National Industrial Credit Corp., which will use the 
funds to discharge an indebtedness to American General 
Corp. 
Multnomah Plywood Corp., Portland, Ore. 

Sept. 18 filed 160 shares of common stock. Price—At 
par ($2,500 per share). Underwriter—None. Proceeds— 
For costs involved in completion and expansion of plant 
and for working capital. 


New Bedford Gas & Edison Light Co. (10/17) 
Sept. 14 filed $3,750,000 of 25-year notes, series B, due 
Oct. 1, 1975. Underwriter—To be determined by com- 
petitive bidding. Probable bidders: Halsey, Stuart & Co. 
Inc.; Coffin & Burr and F. S. Moseley & Co. (jointly); 
Kidder, Peabody & Co.; Harriman Ripley & Co., Inc.; 
First Boston Corp.; Whiting, Weeks & Stubbs. Proceeds 
—To repay bank loans. Bids—Expected to be received 
up to 11:30 a.m. (EST) on Oct. 17. 


New Bedford Gas & Edison Light Co. 
Sept. 14 filed 10,631 shares of common stock (par $25) 
to be offered to common stockholders of record June 14, 
1950 on basis of one share for each 25 shares then held. 
New England Gas & Electric Association (owner of 
97.37% of the outstanding stock) proposes to purchase 
any shares not subscribed for by others. Price—$67.50 
per share. Proceeds—To finance property additions. 

New Orleans Public Service Inc. 
Aug. 24 (letter of notification) 7754 shares of common 
stock (no par) offered to stockholders (other than Mid- 
dle South Utilities, Inc., parent) of record Sept. 1, 1950, 
at rate of 6.168 share for each share held; rights ex- 
pire Sept. 25. Price $25 per share. Underwriter — 
None. Preceeds—To finance plant additions. Office— 
317 Baronne Street, New Orleans 9, La. 


Norlina Oil Development Co., Washington, D. C. 


March 28 filed 600 shares of capital stock (no par.) To 
offer only sufficient shares to raise $1,000,000 at $5,000 
per share. No underwriter. Proceeds to be used to ex- 
plore and develop oil and mineral! leases. Statement ef- 
fective May 22. 


North American Acceptance Corp. 
Sept. 15 (letter of notification) 16,000 shares of 60-cent 
cumul. conv. preferred stock (par $5). Price—$10 per 
share. Underwriter—Tyson & Co., Philadelphia, Pa. 
Proceeds—To increase notes receivable and for working 
capital. 


Northern HUlinois Coal Corp., Chicago 
May 10 (letter of notification) up to 2,000 shares of 
common stock (no par) to be sold at the market price 
(between $20 and $22 per share) by T. Howard Green, 
a Vice-President of the company. Underwriter—Faroll 
& Co., Rogers & Tracy and Shields & Co., Chicago. 


@ Northern States Power Co., Minneapolis, Minn. 
Sept. 27 filed 175,000 shares ot cumulative preferred 
stock (no par). Underwriters—To be determined by 
competitive bidding. Probable bidders—Lehman Broth- 


ers and Riter & Co. (jointly); Smith, Barney & Co. 
Proceeds—For new construction. 
Ohio Edison Co., Akron, Ohio (10/11) 


Sept. 15 filed 396,571 additional shares of common stock 
(par $8) to be offered to common stockholders of record 
Oct. 11, 1950 at rate of one share for each 10 shares held, 
with an oversubscription privilege: rights to expire on 


Continued on page 40 
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Continued from page 39 
Oct. 30, 1950. Underwriters—To be determined by 
petitive bidding for purchase of unsubscribed 
plus such number—not in excess of 36,657—-of additional 
shares. if any, to stabilize market. Probable bidders: 
Morgan Stanley & Co. and White, Weld & Co. (jointly); 
First Boston Corp.; Lehman Brothers and Bear, Stearns 
& Co. (jointly); Merrill Lynch, Pierce, Fenner & Beane 
and Kidder, Peabody & Co. (jointly); Glore, Forgan & 
Co. Proceeds—For construction program and to increase 
investment in common stock of Pennsylvania Power Co., 
a subsidiary. Bids—To be received up to 11 a.m. (EST) 
on Ot. 11. 

Onio Oil & Gas Co. 
May 5 (letter ot notification) 
stock now held in treasury. 
Underwriter—None. To 

att and Schoyer. 

bank loans. 

Orchards Telephone Co., Orchards, Wash. 
Marci i6 (letter of notification) 500 shares of common 
stoc. Price—At par ($100 per share). Underwriter— 
None Proceeds—To modernize plant. 

Pacific Power & Light Co. (10/2) 
Aug. 30 filed 1,750,000 shares of common stock (no par), 
representing all of the outstanding shares of the company 
to be sold by a group of 16 stockholders headed by A. C. 


com- 
shares, 


1,100 shares of common 
Price—50 cents per share 
be offered through Preston, 
Proceeds—Toward repayment of 


Ally & Co., Inc. and Bear, Stearns & Co. Underwriters 
—Leiiman Brothers, Union Securities Corp., handling 
boolk:s and Dean Witter & Co. Price To be filed by 


ame: dment, probably around $14.87'% per share. 


® \Packard-Bell Co., Los Angeles, Calif. 


Sept 20 filed 135,666 shares of capital stock (par 50 
cents). Price—To be filed by amendment. Underwriters 
—Hi'l. Richards & Co.. Los Angeles, Calif. Proceeds 

To t\vo selling stockholders. Business Manufacturing 


and sale of television, radio and phonograph combina- 
tions 
Perlite Mines Co., Denver, Colo. 

Aug 10 (letter of notification) $150,000 of 542% de- 
benture certificates due 1955 (in denominations of $500 
each, and 30,000 shares of common stock (no par). 
Price—For certificates, $400 each; for stock, $1 per 
share . Underwriter—Robert D. Bowers & Co., Denver. 
Proc*eds—For working capital. 


® (Philadelphia Dressed Beef Co. 
Sept. 18 (letter of notification) $100,000 of 10-year 6% 
debe itures, series W, and 20,000 shares of 7% cumulative 
preferred stock (par $10). Price—At par. Underwriter 
—None. Proceeds—For working capital, plant expan- 
sion and equipment. Office—114 Moore Street, Phila- 
deipiiia 48, Pa. 

Prudential Fire Insurance Co. 
Aug. 30 (letter of notification) 50,000 shares of common 
stoc!« (par $4) offered first to present stockholders on a 
two-for-one basis, with an oversubscription privilege; 
rights expiring Oct. 13. Price—$6 per share. Under- 
writer—None. Proceeds—To increase capital to become 


multiple line company. Office—Braniff Bldg., Oklahoma 
City. Okla. 


Quaker City Fire & Marine Insurance Co. 
Aug. 2 (letter of notification) 10,000 shares of capital 
stoc!- (par $20) to be offered on a one-for-four basis to 
stockholders of record Oct. 20, 1950, with the rights 
expiring Dec. 4, 1950. Price—$25 per share. Under- 
writer — Unsubscribed shares to be offered publicly 
through Burton, Cluett and Dana, 120 Broadway, New 
Yorls, N. Y. Proceeds—For working capital. Office— 
226 Walnut Street, Philadelphia 6, Pa. 


® \Ramie Products Corp. 


Sept. 21 (letter of notification) 25,000 shares of common 
stock (par $1). Pricee—$3 per share. Underwriter— 
Smith, Talbott & Sharpe, Pittsburgh, Pa. Proceeds— 
For purchase of additional machinery and equipment and 
working capital. Offiee—507 Liberty Avenue, Pitts- 
burgh 22, Pa. 
Rochester (N. Y.) Telephone Corp. 
June 29 filed 125,000 shares of common stock (par $10) 
to be offered to present stockholders at rate of one new 
share for each four held. Price—To be filed by amend- 
mect. Underwriter—The First Boston Corp., New York. 
Proceeds—For general corporate purposes, including con- 
struction and repayment of a loan. Offering postponed. 


Rocky Mountain Textile Mills, Inc. 

July 11 (letter of notification) $150.000 of 5% convert- 
ible sinking fund debentures, due 1960, and 15,000 shares 
of common stock (par $10), to be sold separately or in 
units of one $1,000 debenture and 100 shares of stock. 
Price—Separately, at par, and in units, at $2,000 each. 
Underwriters—Boettcher & Co. and Peters, Writer & 
Christensen, Inc., Denver, Col. Proceeds—For new ma- 


chinery, equipment and working capital. May be placed 
serm'-privately. 


Royal Television & Electronics, Inc., 
Washington, D. C. 

June 22 (letter of notification) 600,000 shares of common 
stock (par 10 cents). Price—50 cents per share. Under- 
writer—None. Proceeds—To buy television set compo- 
nents. Office—714 Fifth St., N. W.. Washington, D. C 

Safeway Stores, Inc. 
Sept. 12 (by amendment) filed 110,000 shares of 4% 
preferred stock (par $100) and 257,064 shares of common 
stock (par $5), the latter issue to be offered for sub- 
scription by common stockholders of record Sept. 21 at 
the rate of one share for each 10 shares held: rights to 
expire Oct. 5. Price—For preferred, $100 per share and 
accrued dividends and for common, $28 per share Un- 
derwriter—Merrill Lynch, Pierce, Fenner & Beane. Pro- 
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ceeds—Together with other funds, will be used to repay 
$20,000.000 term bank loans. Statement effective Sept. 21. 
® Scudder, Stevens & Clark Fund, Inc., Boston 
Sept. 26 fiied 80,000 shares of Common stock (no par). 
Price—At net asset value of shares. Underwriter 
Scudder Fund Listributors, Inc., Boston, Mass. Proceeds 
For purchase of securities. Business—An investment 
trust. 
Seneca Oil Co., Oklahoma City, Okla. 
April 27 (letter of notitication) 225,782 shares of class A 
stock (par 50¢). Price—$1.25 per share. Underwriter— 
Genesee Vailey Securities Co., Rochester, N. Y. Proceeds 
—To acquire properties and for working capital, 
Sierra Pacific Power Co. (10 3) 
Sept. 1 filed $2,500,000 of debentures due Oct. 1, 1975 
and 24,716 shares of common stock (par $15), the latter 
issue to be offered pro rato to preferred and common 
stockholders of record Oct. 3 on basis of one share for 
each six preferred shares and one share for each 12 com- 
mon shares held rights to expire on Oct. 19. Under- 
writers—For debentures to be determined by competi- 
tive bidding, with the following probable bidders: Hal- 
sey, Stuart & Co. Inc.: Stone & Webster Securities Corp.; 
Kidder Peabody & Co. Underwriter for stock: Stone & 
Webster Securities Corp. and Dean Witter & Co. and 
others to be named by amendment. Proceeds—To pay 
bank loans and to finance new construction. Bids—For 
debentures to be received by the company at 49 Federal 
St., Boston, Mass., up to 11 a.m. (EST) on Oct. 3. 
Simmel-Meservey Television Productions, Inc. 
June 29 (letter of notification) 150,000 shares of common 
stock {par $1). Price—$2 per share. Underwriter— 
Koellmer & Gunther, Newark, N. J. Proceeds—To com- 
plete films in progress and for general corporate pur- 
poses. Office—321 So. Beverly Drive, Beverly Hills, 
Calif. 
Smith-Dieterich Corp., New York City 
Aug. 31 (letter of notification) 75,292 shares of common 
stock (par $2.50) to be offered to common stockholders 
of record Sept. 8 on a share-for-share basis; rights expire 


on Sept. 28. Price—-At par. Underwriter—None. Pro- 
ceeds—-For purpose of producing motion picture films 
for television, and for purchase of new equipment. 





Office—50 Church Street, New York 7, N. Y. 
Southern Co. 
July 28 filed 818,415 shares of common stock (par $5) 
offered in exchange for 545,610 shares of common stock 
of Birmingham Electric Co. on a 1'-for-1 basis. No un- 
derwriter. Offer to expire on Oct. 20 (extended from 
Sept. 22). Statement effective Aug. 29. 
Southern Co., Atlanta, Ga. (10/3) 

June 23 filed 1,000,000 shares of common stock (par $5) 
Underwriters—To be determined by competitive bidding 
Probable bidders are: Morgan Stanley & Co., Kidder, 
Peabody & Co. and Merrill Lynch, Pierce, Fenner & 
Beane (jointly); Blyth & Co., Inc. and Bear, Stearns & 
Co. (jointly); Lehman Brothers; Union Securities Corp. 
and Equitable Securities Corp. (jointly); Harriman Rip- 
ley & Co., Inc. Bids—Will be received at office of com- 
pany, Room 2000, 20 Pine St., New York 5, N. Y., up to 
11.30 a.m. (EST) on Oct. 3. Preceeds—To acquire addi- 
tional common stock of Alabama Power Co. and Georgia 
Power Co. Statement effective Sept. 22. 


® Southern Discount Co., Atlanta, Ga. 


Sept. 18 (letter of notification) $191,000 of 5% subordin- 
ated debentures, series E. Price—At par. Underwriter— 
For $100,000 of debentures, Allen & Co., Lakeland, Fla. 
Proceeds—To reduce bank loans and for working capi- 
tal. Office—220 Healey Bldg., Atlanta, Ga. 

® Spreckels-Russell Dairy Co., Ltd. 


Sept. 18 (letter of notification) 18,300 shares of class A 
preferred stock to present stockholders as part of reor- 
ganization plan. Price—$15 per share. Undrewriter— 
None. 


® Standard Railway Equipment Mfg. Co., Chicago 
Sept. 27 filed 160,000 shares of common stock (par $1). 
Price—To be filed by amendment. Underwriters—Smith, 
Barney & Co., New York, and The Illinois Co., Chicago. 
Proceeds—To six selling stockholders. 


@® Sudanentai Corp., Washington, D. C. 

Sept. 19 (letter of notification) 20,000 shares of common 
stock. Price—$10 per share. Underwriter—None. Pro- 
ceeds—To acquire concrete products plant. Office—222 
Bond Bldg., Washington, D. C. 


® Swanson Tool Co., Seattle, Wash. 

Sept. 19 (letter of notification) $100,000 in production 
promissory notes with participating agreement, to be 
sold at face value with one share of common stock (par 
$1) also being issued for every $10 of notes purchased. 
Underwriter—None. Proceeds—To manufacture pneu- 
matic hand tools. Office—616 Jones Bldg., Seattle, Wash. 


@ Tele-Trip Policy Co., Inc., N. Y. City (10/3) 
Sept. 26 (letter of notification) 106,700 shares of capital 
stock (par 10 cents). Price—$2.75 per share. Under- 
writer—Company will sell stock through a group of 
NASD members. Proceeds—To purchase vending ma- 
chines and for working capital. Office—420 Lexington 
Avenue, New York 17, N. Y. 

Tennessee Gas Transmission Co.. Houston, Tex. 
Aug. 28 filed 133,334 shares of common stock (par $5) to 
be issued in exchange for 80,000 shares of common stock 
of Sterling Oil & Gas Co., and for 10-year subscriptior 
warrants to purchase 133,333 shares of Sterling common 
stock. The rate of exchange is as follows: 1!* shares of 
Tennessee stock for each Sterling share: and one-fifth 
Tennessee share for each warrant. Offer to expire Oct. 6, 
unless extended. Exchange Agent—The National Bank 


of Commerce of Houston, Tex. Statement effective Sept. 
29 


hursday, September 24 


® Tide Water Power Co. 
Sept. 27 filed 150,000 shaies of common stock (no par). 
Price—tTo be filed by amendment. Underwriters—Union 


Securities Corp. and W. C. Langley & Co. Proceeds— 
For construction program. 
Union Investment Co. of Detroit (Mich.) 


Sept. 11 filed 55,865 shares of common stock (par $4), to 
be offered to common stockholders of record Sept. 29 at 
the rate of one share for each three shares held, with 
oversubscription privilege. Price—To be filed by amend- 
ment. Underwriter—McDonald-Moore Co., Detroit. Pro- 
ceeds—For general corporate purposes. Expected early 
next month. 

United States Plywood Corp. 
June 19 filed 60,000 shares of series B cumulative con- 
vertible preferred stock (par $100). Underwriter—East- 
man, Dillon & Co., New York. Price—To be filed by 
amendment along with dividend rate. Proceeds—To in- 
crease working capital and for other corporate purposes, 
including the erection of a new plant at Anderson. Calif. 
Temporarily postponed. May be withdrawn. Company is 
presently planning to place privately $3.000.000 of 3% 
debentures with insurance firms. 

Utah Power & Light Co. (10/9) 

Aug. 2 filed $8,000,000 first mortgage bonds due 1980. 
Underwriters—To be determined by competitive bidding. 
Probable bidders: Halsey, Stuart & Co. Inc.; Lehman 
Brothers and Bear, Stearns & Co. (jointly): Union Secur- 
ities Corp. and Smith, Barney & Co. (jointly): First Bos- 
ton Corp. and Blyth & Co., Inc.; Harriman Ripley & Co., 
Inc.; Kidder, Peabody & Co.; White, Weld & Co.:; Salo- 
mon Bros. & Hutzler. Proceeds—For construction pro- 
gram. Bids—Expected to be received up to noon (EST) 
on Oct. 9. Statement effective Aug. 30. 

Utah Power & Light Co. 

Aug. 2 filed 166.604 shares of common stock (no par) 
offered to common stockholders of record Sept. 12 on 
basis of one new share for each eight shares held; rights 
will expire on Oct. 4. Underwriters—Union securities 
Corp. and Smith, Barney & Co. (jointly). Price—$24.25 
per share. Proceeds—For construction program. State- 
ment effective Aug. 30. 

Vanadium Corp. of America (10/4) 

Sept. 14 filed $5,000,000 of convertible debentures, dated 
Oct. 1, 1950. Price—To be supplied by amendment. Un- 
derwriter—Kidder. Peabody & Co., New York. Proceeds 
—For plant modernization. 

Vulcan Silver-Lead Corp., Wallace, Idaho 
Sept. 8 (letter of notification) an estimated 90,000 shares 
of common stock (par $1). Price—For the first 50,000 
shares, 90 cents each; thereafter price will be determined 
by market. Underwriter—J. A. Hogle & Co., Spokane, 
Wash. Proceeds—To Callahan Zinc-Lead Co. 

Vieh Co., Columbus, Ohio 
May 8 (letter of notification) 19,500 shares of common 
stock at $10 per share. Underwriter—The Ohio Co. Pro- 


ceeds—To buy the assets of Brodhead-Garrett Co. and 
for working capital. 


® Western Natural Gas Co., Houston, Tex. 


Sept. 22 filed 100,000 shares of common stock (par $1) 
to be offered to holders of present outstanding common 
stock. Price—To be filed by amendment. Underwriter— 
None. Proceeds—To retire bank loans and for general 
corporate purposes. 


® Western Ventures, Inc., Spokane, Wash. 

Sept. 14 (letter of notification) 9,300,000 shares of com- 
mon stock. Price—-At par (one cent per share). Un- 
derwriter—None. Proceeds—To explore lead and silver 


veins. Address—c/o W. L. Henderson, 711 Hutton Bldg., 
Spokane, Wash. 


Prospective Offerings 


@ American Telephone & Telegraph Co. 

Sept. 20 it was announced stockholders will vote Nov, 
15 on approving a new issue of not to exceed $435,000,- 
000 of convertible debentures (to be offered to stock- 
holders) and an increase in authorized capital stock from 
35,000,000 to 45,000,000 shares, 3,000,000 shares of the 
additional stock to be offered to employees of the com- 
pany and its subsidiaries. Financing expected some time 
during the first six months of 1951. Proceeds—For ex- 
pansion program. 


® California Electric Power Co. 

Sept. 25 it was announced company plans to issue, in 
addition to $4,000,000 of first mortgage 2%% bonds due 
1980 (registered with SEC), $2,000,000 of debentures due 
1960 to be offered contemporaneously and 40,000 shares 
of $2.50 sinking fund cumulative preferred stock, par $50 
(the latter to be placed privately with a group of in- 
surance companies through Merrill Lynch, Pierce, Fen- 
ner & Beane). The proceeds from the sale of these se- 
curities, together with bank loans and other funds, 
will be used to finance the estimated 1951 and 1952 
construction program of the company and its subsidiary, 
Interstate Telegraph Co. 


® Chesapeake & Ohio Ry. (10/18) 

Sept. 25 it was reporied company is expected to sell 
about Oct. 18 an issue of $7,950,000 equipment trust 
certificates. Probable bidders: Halsey, Stuart & Co. Inc.; 
Harris, Hall & Co. (Inc.)}; Salomon Bros. & Hutzler. 


Cleveland Electric Mluminating Co. 
Aug. 1 it was reported that company this fall may issue 
and sell an issue of preferred stock, of which 495.91 
shares of no par value are presently available, stock 
holders on April 25 having increased the authorize 
amount to 750,000 shares from 500,000 shares. The pro 
ceeds are to be used for construction program. Probab! 
underwriter: Dillon, Read & Co. Inc. if negotiated sale 
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@ Connecticut Power Co. 
Sept. 18 stockholders approved proposal to issue $10,- 
000.000 of new mortgage bonds. May be placed privately. 
Proceeds—To redeem $7,030,000 of 344% and 3%% 
bonds, series A, B and C, and for new construction. 

Consolidated Edison Co. of New York, Inc. 
May 15, Ralph H. Tapscott, Chairman, said the company 
will require approximately $90,000,000 of “new money’ 
through the sale of securities. No permanent financing is 
contemplated before this fall, however, and current ex- 
penditures are being financed by short-term loans, of 
which $16,000,000 are now outstanding. It is anticipated 
that $257,000,000 will be needed for the construction pro- 
gram over the next four years. Probable bidders: Hal- 
sey, Stuart & Co. Inc.; Morgan Stanley & Co.; First 
Boston Corp. 

Consolidated Lobster Co., Inc. 
Aug. 11 it was stated that company plans to offer addi- 
tional capital stock (no par) for subscription by stock- 
holders. At April 30, 1950 there were outstanding 34,- 
393 shares out of 47,000 shares authorized. 

Dostal Foundry & Machine Co. 
Sept. 12 it was reported company plans to sell in mid- 
October 84,000 shares of common stock. Underwriters— 
Smith, Hague & Co.: George McDowell & Co.: and R. H. 
Johnson & Co. 
@ E! Paso Electric Co. 
Sept. 19, F. C. Womack, President, announced company 
plans to sell $4,500,000 of first mortgage bonds. Under- 
writers — To be determined by competitive bidding. 
Probai:le bidders: Halsey, Stuart & Co. Inc.; Stone & 
Webster Securities Corp.: Merrill Lynch, Pierce, Fenner 
and Beane; Salomon Bros. & Hutzler. Proceeds — To 


redeem $1,000,000 of 312% bonds due 1978 and for. 


construction program. Offering—Expected in November. 
Equitable Gas Co. 
April 8 company said to be planning the sale this year of 
$2,000,000 of bonds, with another $2,000,000 in 1951 or 
1952. The proceeds are to be used for its construction 
program. 
@® Georgia Power Co. 
Sept. 14 it was learned that company has discussed with 
the SEC the possibility of refunding its 433,869 shares 
of $6 cumulative preferred stock and 14,570 shares of $5 
cumulative preferred stock with a new lower cost issue. 
Probable bidders: Blyth & Co., Inc.: First Boston Corp.; 
Harriman Ripley & Co., Inc. 
® Gulf States Utilities Co. 
Sept. 26, Roy S. Nelson, President, said company plans 
to issue and sell 70,000 shares of a new series of pre- 
ferred stock (par $100) at competitive bidding in No- 
vember, subject to approval of stockholders and FPC. 
Probable bidders: Stone & Webster Securities Corp.; 
Lehman Brothers; Union Securities Corp.; First Boston 
Corp.: Blyth & Co., Inc. 


@ Hussman Refrigerator Ce. 
Oct. 6 stockholders will vote on creating $1,600,000 of 
prefererd stock. Proceeds will be used to redeem 14,840 
outstanding shares of $2.25 cumulative preferred stock, 
no par value, and for general corporate purposes. To be 
placed privately at par with Penn Mutual Life Insurance 
Co. 
@® Interstate Motor Freight System 
Sept. 25 it was reported an offering to the public of 
250,000 shares of common stock is being discussed. Un- 
derwriter — Shields & Co., New York. Proceeds — To 
selling stockholders. Business—Operates motor freight 
system between the Twin Cities, New York and New 
England. 

Johansen Brothers Shoe Co. 
Oct. 25 stockholders will vote on proposal to issue and 
sell $350,000 of 4% sinking fund debentures due 1960. 
Proceeds to retire outstanding 342% debentures and for 
other corporate purposes. Traditional underwriter: Stifel, 
Nicolaus & Co. 


Kaiser Steel Corp., Fontana, Calif. 

Sept. 6 it was reported that company was planning a 
$100,000,000 financing program, which may include $60,- 
000,000 of bonds (which probably will be placed privately 
with an insurance company) and $40,000,000 of equity 
financing which is expected to be in units of preferred 
and common stock, a registration statement for which is 
expected to be filed with the SEC before Oct. 6. Proceeds 
—$92,000,000 will be used to pay off an RFC loan, and the 
remaining $8.000.000 added to working capital. Under- 
writer—The First Boston Corp. Offering—Expected this 
Fall. 


@ Kansas Gas & Electric Co. (11 13-20-27) 

Sept. 21 the directors tentatively approved the sale to 
the public of 75,000 shares of new preferred stock (par 
$100). of 45,000 additional shares of common stock (no 
par) and $5,000.000 of first mortgage bonds. The divi- 
dend rate on the preferred stock has not vet been de- 
termined. Underwriters—To be determined by com- 
petitive bidding. Probable bidders: (1) For all three 
issues: Blyth & Co., Inc. and First Boston Corp. (jointly): 
Union Securities Corp.; Merrill Lynch, Pierce, Fenner 
and Beane and Kidder, Peabody & Co. (jointly): (2) 
On preferred and common: Lehman Brothers; (3) on 
common stock only: Glore. Forgan & Co.; (4) on pre- 
ferred stock only: White, Weld & Co. and Shields & Co. 
(jointly); (5) On bonds only: Halsey, Stuart & Co. Inc. 
Proceeds—To pay construction costs, amounting to about 
$19.500.900 through 1952. Offering—-Expected in No- 
vember. the common on the 13th: preferred on the 20th 
and the bonds on the 27th. 





Louisiana Power & Light Co. 
Sept. 12 it was reported the company is expected to be 
tI ket for about $10.000.000 of bonds around mid- 
Underwriters — To be determined by com- 


ey? 





petitive bidding. Probable bidders: Halsey, Stuart & Co. 
Inc.; Merrill Lynch, Pierce, Fenner & Beane and Kidder, 
Peabody & Co. (jointly); Kuhn, Loeb & Co. and Lehman 
Brothers (jointly); Blyth & Co., Inc.; Harriman, Ripley 
& Co., Inc.; Shields & Co. and White, Weld & Co. (joint- 
ly); Salomon Bros. & Hutzler; W. C. Langley & Co., The 
First Boston Corp. and Glore, Forgan & Co. (jointly). 
Proceeds—For construction program. 


Louisville Gas & Electric Co. 
Aug. 29, SEC was notified that Standard Gas & Electric 
Co. plans to sell its holdings of 137,857 shares of com- 
mon stock (no par) of Louisville Gas & Electric Co., and 
use the proceeds to retire $2,250,000 of bank notes 
Probable bidders: Lehman Brothers and Blyth & Co., 
Inc. (jointly); First Boston Corp.; Glore, Forgan & Co. 
and W. C. Langley & Co. (jointly); Merrill Lynch, 
Pearse, Fenner & Beane, White, Weld & Co. and Union 
Securities Corp. (jointly). Expected before end of 1950. 


Michigan Consolidated Gas Co. 
Aug. 7 it was announced company contemplates per- 
manent financing will be consummated before maturity 
(Feb. 20, 1951) of proposed $25,000,000 bank loans which 
will include, during 1950, $20,000,000 of first mortgage 
bonds and $6,000,000 of common stock, and the sale, iz 
1951, of about $10,000,000 of preferred stock. Under- 
writers for Bonds—To be determined by competitive 
bidding. Probable bidders: Halsey, Stuart & Co. Ine.; 
White, Weld & Co. and Lehman Brothers (jointly); 
Smith, Barney & Co. and Blyth & Co., Inc. (jointly). Pro- 
ceeds—To pay off short-term bank loans and for new 
construction costs. The additional common stock will be 
sold to American Natural Gas Co., parent. Expected thie 
Fall. 
Michigan-Wisconsin Pipe Line Co. 

July 25 company received SEC authority to borrow not 
more than $20,000,000 from banks. A permanent financ- 
ing program provides for the elimination of these bank 
loans prior to their maturity, July 1, 1951, and such pro- 
gram will include the issuance and sale of $12,000,000 
additional bonds and $3,000,000 of additional commoz2 
stock. Previous debt financing was placed privately. 


@ Milwaukee Gas Light Co. 

Sept. 22 company filed financing proposal with SEC 
which calls for issuance and sale, at competitive bidding, 
of $27,000,000 of first mortgage bonds, series due 1975, 
and $6,000,000 of sinking fund debentures due Nov. 1, 
1970: also issuance and sale to parent, American Natural 
Gas Co., of 250,000 additional shares of common stock at 
par ($12 per share). Parent now owns 99.84% of Mil- 
waukee outstanding common stock. Underwriters—Bonds 
and debentures to be sold at competitive bidding. Prob- 
able bidders for bonds: Halsey, Stuart & Co. Inc.; Glore, 
Forgan & Co.: and Lehman Brothers (jointly); Kidder, 
Peabody & Co.; Harriman Ripley & Co.; Otis & Co.: 
Smith, Barney & Co., Kuhn, Loeb & Co. and Blyth & 
Co., Inc. (jointly). Proceeds—To pay off $13,334,000 out- 
standing 412% first mortgage bonds due 1967 and $4,- 
050,000 of 234%-3% serial notes and $4,700,000 of 242% 
bank loan notes; to retire $2,000,000 of 7% cumulative 
preferred stock, series A (par $100); and for construction 
program. 


Mountain Fuel Supply Co. of Utah 
June 6 company announced plans to create a new firm 
to take over its exploration and development of natural 
gas and oil operations. It will be financed, in part, 
through public sale by the new unit of 1,000,000 shares of 
capital stock (par $8). Financing plan submitted by First 
Boston Corp. Expected this Fall. 


Mountain States Power Co. 
Aug. 23 it was reported that company is considering 
issuance of additional preferred stock (par $50), of which 
there are authorized and unissued 77,007 shares. Under- 
writer—May be Merrill Lynch, Pierce, Fenner & Beane. 
Proceeds—To retire $1,250,000 bank loans maturing Oct. 
3, 1950, and for expansion program, 


Niagara Mohawk Power Co. 

Sept. 7 it was reported company plans issuance of $41,- 
000,000 new bonds some time in November. Probable 
bidders: Halsey Stuart & Co. Inc.; Morgan Stanley & Co.: 
Kuhn, Loeb & Co.; First Boston Corp. Proceeds would 
be used as follows: $25,000,000 to pay construction costs 
and $16,000,000 to refund Niagara Falls Power Co. 34% 
bonds (latter amount is dependent upon approval by 
FPC of merger of Niagara Falls Power Co. with Niagara 
Mohawk Power Co.) 


North American Car Corp. 
Aug. 15 it was reported that the company is to issue and 
sell publicly not exceeding 40,000 shares of common 
stock (par $10). Probable underwriter: Glore, Forgan 
& Co., New York. The proceeds are to be used for car 
rebuilding program. 


® North Penn Gas Co. 

Sept. 25 it was announced company plans permanent 
financing following merger of the Pennsylvania sub- 
sidiaries of Pennsylvania Gas & Electric Corp., the 
parent. Proceeds—To retire, in part, proposed bank loans 
of $3,000,000. 


® Potomac Edison Co. 

Sept. 20 it was announced company has decided to speed 
up an expansion program, which, it is estimated, will 
cost $10,000,000. 


Republic Natural Gas Co. (9/28) 
Sept. 9 it was announced that bids will be received up 
to 11 a.m. (EDT) on Sept. 28 at the Office of Alien Prop- 
erty, 120 Broadway, N. Y. City, for the purchase from it, 
as an entirety, of 3,000 shares of common stock. This 
represents about 2% of the 1.450.693 common shares out- 
standing. The stock will be sold to American citizens 
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Roosevelt Mills, Inc., Manchester, Conn. 
July 2U company was reported to be negotiating with a 
group of underwriters for a public stock offering of 
about $150,000 of additional capital stock at $1 or $2 
per share. There are presently outstanding 1,381 shares 
of stock. which are closely held. 


Smith, Kline & French Laboratories. 

Sept. 13 stockholders increased authorized common stock 
from 1,000,000 shares (no par) to 2,000,000 shares 
(par $1). Following split up of present outstanding 
807,295 shares on a two-for-one basis, there will remain 
unissued 385,410 shares of the new stock. The directors 
were empowered to issue all or part of the latter shares 
at any time. 


South Carolina Electric & Gas Co. 

Aug. 17, S. C. McMeekin, President, said the co:mpany 
expects to issue and sell later this year $3,000,000 of 
new bonds (in addition to private placement of $3,000.000 
of 4.60% cumulative preferred stock, par $50), the pro- 
ceeds to finance construction program. Probable bid- 
ders for bonds: Halsey, Stuart & Co. Inc.; The First 
Boston Corp. and Lehman Brothers (jointly); Kidder, 
veabody & Co.; Union Securities Corp. 


Southern California Petroleum Corp. 
Sept. 1, Tyler F. Woodward, President, announced that 
stockholders should be given the opportunity of subscrib- 
ing for additional capital stock, the proceeds to be used 
to develop the company’s Cuyama Valley holdings. The 
offering would be underwritten. 


South Georgia Natural Gas Co., Atlanta, Cia. 
Aug. 23 company applied with FPC an amended applica- 
tion for authority to build a 526.9 miles pipe line in 
Georgia and Florida which, it is estimated, will cosi be- 
tween $10,500,000 and $12,080,000 to be financed by sale 
of first mortgage bonds and the issuance of junio: s¢cur- 
ities. Probable underwriter: Courts & Co. 


Southern Natural Gas Co. 

July 31 it was reported proposed financing on a perma- 
nent basis has been increased from $10,000,000 to $24,- 
000,000 first mortgage bonds, although company may 
decide to take this in two pieces, viz: $10,000,000 to $12,- 
000,000 initially and the balance later on. On June 21 
SEC approved temporary bank borrowings of up io $20,- 
000,000 to mature July 1, 1951, the proceeds to be used 
for construction program which is estimated + cost 
$32,520,000 for 1950-1951. Probable bidders: Halsey, 
Stuart & Co. Inc.; Blyth & Co., Inc. and Kidder, Peabody 
& Co. (jointly); First Boston Corp. 


Texas Illinois Natural Gas Pipeline Co. 


Sept. 15 company applied to the FPC for authority to 
construct approximately 72 miles of new line in Texas 
at an estimated cost of $11,581,800. It is planned t issue 
first mortgage bonds for 75% of the required capital 
and to raise the remaining 25% through the sale of com- 
mon stock. Probable underwriters—White, Weki & Co. 
and Glore, Forgan & Co. 


Warner-Hudnui, Inc. 


July 20 change in company’s name from William R 
Warner & Co., Inc. was approved, but no aetion was 
taken on: proposed recapitalization plan, due to raarket 
conditions. It is planned to file a registration with the 
SEC covering the sale of approximately 325,000 shares 
of the proposed new common stock (par $1) to the pub- 
lic through a nation-wide group of underwriters headed 
by F. Eberstadt & Co., Inc. 


@ Washington Water Power Co. 

Sept. 8 it was announced that company plens issuance 
of a new preferred stock issue and to carry out a con- 
struction program involving $11,000,000 of short-term 
loans. Part of proceeds would be used to redeem out- 
standing 35,000 shares of $6 preferred stock on a date 
to be set after the SEC and the Washington Staie P.S. 
Commission issue their approval. 


@ Western Maryland Ry. (10/4) 

Sept. 19 it was announced that company expects io issue 
$2,040,000 equipment trust certificates, series O, due an- 
nually Oct. 31, 1951 to 1965, inclusive. Probable »iiders: 
Halsey, Stuart & Co. Inc.; Lee Higginson Corp.; Harris, 
Hall & Co., Inc.; Harriman Ripley & Co., Inc. anc Leh- 
man Brothers (jointly); First Boston Corp.; Salomon 
Bros. & Hutzler. Bids—To be received until Oct. 4 


Western Pacific RR. 


July 17 it was reported company plans issuance and sale 
of $22,000,000 mortgage bonds. Probable bidders: Hal- 
sey, Stuart & Co. Inc.; Blyth & Co., Inc.; Lehman Bro- 
thers and Bear, Stearns & Co. (jointly); Union Securities 
Corp. and Glore, Forgan & Co. (jointly). Preceeds—To 
retire first mortgage 4% bonds and convertible income 
414% bonds due 2014, and over $5,000,000 “new reoney.” 
Expected about middle of November. 


Weymouth Light & Power Co. 


Sept. 18 company applied to SEC for authority io issue 
and sell 16,298 shares of capital stock (par $25) to its 
stockholders. New England Electric System, the parent, 
proposes to acquire 16,227!3 shares and any shares not 
subscribed for by minority stockholders. Price--$35 per 
share. Proceeds—To repay bank loans and acivances 
and for construction, 
Wilcox-Gay-Majestic Corp. 

July 14 it was announced that in connection wiih acqui- 
sition by Wilcox-Gay Corp. of Garod Radio Corp. and 
Majestic Radio & Television, Inc., Wilcox-Gay- Majestic 
Corp., the new company plans public offering of 500,000 
shares of common stock (par $1). Underwriter —Gear- 
hart Kinnard & Otis. Proceeds—For working capital. 


xpected in October. 
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CED Stresses Reduced Civilian 


Demand in Combating Inflation 


ciple. But it would still be im- 
portant to come as close to that 
objective as we possibly can. The 
possibility that deficts may be- 
come inevitable makes it urgent 
to balance the budget while that 
can still be done, so that we do 
not unnecessarily add to the size 
of the debt to be managed, 


Last January (1950) the Presi- 
dent’s Budget estimated that there 
would be a cash deficit of $2.7 
billion in fiscal 1951.! The changed 
economic situation requires re- 
vision in almost all the figures 
underlying that net deficit. Asa 
tentative estimate the situation ap- 
pears about as follows, before ac- 
counting for the new military pro- 
gram: Increased incomes and em- 
ployment will raise the rate of 
tax accruals and reduce unem- 
ployment benefits enough to bal- 
ance the budget and_ possibly 
yield a surplus of about $1 bil- 
lion. With high levels of demand 
for commodities and labor, ef- 
fective administration should be 
able to reduce expenditures for 
farm price support, for mortgage 
purchases and for veterans’ read- 
justment by about $2 billion. Thus 
we would get—almost automati- 
cally—a cash surplus of about $2 
to $3 billion before adding the cost 
of the additional military pro- 
gram, 


In addition we must act posi- 
tively to reduce non-essential gov- 
ernment expenditures. In January 
the Research and Policy Commit- 
tee of CED presented a number 
of suggestions for doing this—by 
carrying out the recommendations 
of the Hoover Commission, by 
postponing immediately non-es- 
sential public construction, by re- 
ducing the post-office deficit and 
by deferring -many of the new 
programs contained in the Budget. 
The opportunity to transfer gov- 
ernment employees to the ex- 





1 This was the estimated deficit in the 
cash-consolidated budget. The estimated 
deficit in the administrative control 
budget was $5.1 billion. As we have ex- 
plained in earlier statements, it is the 
cash-consolidated budget that is most 
relevant for economic policy. See Tax 
and Expenditure Policy for 1950, a state- 
ment on National Policy bv the Research 
and Policy Committee, CED, New York, 
Jan. 1950, pp. 10-11 and Appendix B. 


panding military programs should 
make curtailment of non-military 
activities easier. Government 
economy is even more essential 
today than appeared to be the case 
in January. Whatever we do we 
are going to have to raise taxes— 
on top of a tax structure that is 
already very high. Every billion 
of additional taxes is not only a 
billion taken from the income of 
individuals and businesses; it is 
also something taken from the vi- 
tality of the American economy. 
We believe that $2 to $3 billion 
could be saved from the costs of 
running the government, in addi- 
tion to the nearly automatic sav- 
ings, such as reduced expenditures 
for farm price support and mort- 
gage purchases, made possible by 
the changed economic situation. 

In considering future tax in- 
creases to finance a rising mili- 
tar program the following points 
are important: 

(a) The three main potential 
sources of additional tax revenue 
are the individual income tax, the 
corporate profits tax and excise 
taxes. These three taxes are sub- 
stitutes for each other in raising 
revenue; they are not substitutes 
for each other in their economic 
effects. The individual income 
tax can restrain consumers’ ex- 
penditure in general. To do this 
it must bear not only upon the 
top brackets but also upon the 
middle and lower brackets which 
in the aggregate contain most of 
the income and most of the ex- 
penditures. The corporate profits 
tax can restrain business invest- 
ment expenditure. The selective 
use of excises can focus the re- 
straint of demand on those com- 
modities that compete with the 
military effort. All three kinds of 
taxes will be needed. The “first 
step” tax bill does not include any 
increase of excises except for tele- 
vision sets and deep freezes. Gen- 
eral revision and increase of se- 
lective excises should be an im- 
portant part of the next step. 


(b) The increases of excise taxes 
during the last war were for a 
mixture of three purposes—to re- 
duce demand for commodities that 
used resources needed by the war 





NSTA CONVENTION NOW IN SESSION 


More than 500 


securities traders from all sections of the 


country are attending the annual convention of the National 
Security Traders Association, Inc., now in session at the Cavalier 


Hotel, Varginia Beach, and running through Sept. 30. 


Principal 


speakers include Sen. Harry F. Byrd of Vir- 


” 


Buyer, 


President, 





John F. Egan 


ville. 


ginia, who will address the association’s dinner 
Sept. 30; Philip Barbour, editor of the “Bond 
who speaks at the Municipal Bond 
forum on Wednesday, and R. A. Graber, Vice- 
Admiral Corp., 
Corporate Bond forum, and Eugene M. Zuck- 
ert, Assistant Secretary for Air, who spoke 
Wednesday evening on “The U. S. Air Force 
and the World Today.” 

The convention is one of the largest yet 
held by the association with members of all 29 
affiliated local security traders and bond clubs 
over the country represented. 

John F. Egan, of the First California Co., 
San Francisco, is slated to be elected President 
for the coming year, succeeding H. Frank 
3urkholder, Equitable Securities Corp., Nash- 
Other nominees for election include H. Russell Hastings, 


speaker at the 


Crouse & Co., Detroit, for First Vice-President; Harry L. Arnold, 
Paine, Webber, Jackson & Curtis, New York, for Second Vice 
President; Morton A. Cayne, Cayne & Co., Cleveland, for Secre- 
tary, and John M. Hudson, Thayer, Baker & Co., Philadelphia, 


for Treasurer. 


Features of the convention include a trip to Williamsburg and 


golf tournaments. 
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effort, to raise revenues, and to 
reduce luxury expenditures. The 
first of these should be our main 
objective now. 

(c) The military effort should 
not be the occasion for excessive 
profits. The most effective way 
to accomplish this is by strict 
pricing of military procurement, 
renegotiation of military contracts 
and an overall stabilization pro- 
gram that will prevent inflation. 
An excess-profits tax is not an 
effective way of doing this job 
because it is impossible to devise 
a tax that will isolate a particular 
part of total profits as being 
due to the military effort rather 
than to other factors. Considered 
as a general source of revenue, 
the essence of the excess-profits 
tax is that it imposes an extreme- 
ly high rate of tax on a part of 
profits rather than collecting the 
same amount of money through a 
less extreme rate applied to all 
profits. The extremely high rates 
of tax encourage wasteful expen- 
ditures by corporations because 
most of the cost is at the expense 
of the Treasury. Moreover it is 
impcssible to devise an excess- 
profits tax that does substantial 
justice as between new firms and 
old ones, growing firms and de- 
clining cnes, firms with large cap- 
ital and firms with small capital. 
The defects of the tax would be 
especially serious if it were used 
to finance a long-continued pro- 
gram of rearmament such as we 
must now face. However, we 
recognize that the excess-profits 
tax, despite its defects, may be 
necessary as part of a hold-the- 
line effort in an extreme emer- 
gency. When and if its imposition 
does become necessary, careful 
drafting will be required to mini- 
mize its inequities and inefficien- 
cies where possible. 


(d) The need for increasing tax 
rates makes it especially impor- 
tant to improve the base of our 
tax structure. Interest on future 
issues of state and local bonds 
should be made taxable. In addi- 
tion to correcting an inequity this 
would discourage deficit financ- 
ing by state and local governments 
and reduce competition with the 
sales of saving bonds. The carry- 
over period for business losses 
should be lengthened, both back- 
ward and forward. More flexible 
depreciation charges should be 
allowed for new investment. 
Higher taxation of corporate in- 
comes increases the need _ for 
equitable taxation of all forms of 
business operated for a profit, in 
order to reduce discrimination 
and tax avoidance. Consideration 
should be given to collecting cor- 
porate profits taxes more nearly 
on a pay-as-you-go basis. 

(2) The Savings Bond Program 
—An effective savings bond pro- 
gram is a necessary corollary to 
the tax program. A major objec- 
tive of the tax program is to re- 
strain consumers’ demand by re- 
ducing consumers’ income avail- 
able for expenditure. This effect 
can be either offset or strength- 
ened by what the American 
people decide to do about their 
savings. If they decide to reduce 
their current rate of saving or 
spend their accumulated past sav- 
ings, they can nullify even a very 
stringent tax program. If they 
decide to increase their savings, 
they can help to assure the con- 
tinuing stability of the economy. 

The Savings Bond program is 
the natural vehicle to promote 
savings. If the Savings Bond pro- 
gram is to play the role of which 
it is capable, strong and imagina- 
tive leadership must be provided. 
A great sales effort will have to 
be initiated, and this must enlist 
the cooperation of the financial 
community, business, labor groups, 
civic organizations and individual 
volunteers throughout the nation. 
The sales campaign should bring 
home to the American people 
their opportunity to support the 
national effort for freedom and 


security. Preparations should be 


immediately started to launch a 
major Savings Bond Drive before 
Thanksgiving. 


We shall soon be entering a pe- 
riod of very heavy maturities of 
outstanding savings bonds as the 
bonds bought in 1941 and 1942, 
reach the ten-year age. Maturities 
will be $1'% billion in 1951, $4 
billion in 1952 and almost $7 bil- 
lion in 1953. Some simple and 
attractive way must be found to 
get these maturing bonds ex- 
changed into other bonds on a 
voluntary basis. A system for han- 
dling this exchange should be an- 
nounced promptly. A new series 
renewal bond should be offered, 
in denominations which permit an 
even exchange with the maturing 
bonds. The renewal bonds should 
have redemption privileges like 
the existing E bonds, and might 
pay somewhat higher interest than 
is provided by the E bonds in 
their early years, as an induce- 
ment to hold the E bonds to ma- 
turity and to renew them. The 
income tax liability on the in- 
terest on maturing E bonds should 
be equitably adjusted in a way 
that will not interfere with re- 
newal, possibly by deferring the 
tax until the renewal bond is 
cashed. 

(3) Consumers’ Credit and 
Housing Credit — The quickest, 
most powerful and most useful 
step that could now be taken to 
restrain non-military demand 
would be to curtail the extension 
of credit for the purchase of con- 
sumers’ durable goods and hous- 
ing. These two fields are now 
absorbing vast quantities of mate- 
rials, manpower and plant ca- 
pacity, some of which will be 
needed for the military program. 
Carrying out the military pro- 
gram will require cut-backs of 
production in both fields. Tighten- 
ing credit terms is an effective 
way to bring about these cut- 
backs without a scramble for ma- 
terials or serious administrative 
difficulties, and at the same time 
to help to avoid inflation. 


Regulation of consumers’ credit, 
by increasing required down pay- 
ments, and shortening repayment 
periods can, if sufficiently rigor- 
ous, force a release of resources 
from civilian production at the 
rate required by the military, and 
reduce inflationary pressure on 
the remaining civilian supplies of 
durables. 


(4) General Credit Control and 
the Management of the Debt—The 
expansion of credit other than 
installment and housing credit— 
which means mainly business bor- 
rowing for plant, equipment and 
inventories—must also be con- 
trolled as part of a program for 
curtailing non-military demand. 
This is a function of the Federal 
Reserve authorities using their 
well-established powers over open 
market operations, rediscount 
rates and reserves to influence the 
lending power of the banking 
system. By reducing its holdings 
of government securities, and by 
other supplementary measures, 
the Federal Reserve can restrict 
the reserves of the banking sys- 
tem. In this way it can limit the 
ability of the banking system to 
make loans and restrict the ex- 
pansion or force the curtailment 
of the supply of money. Failure 
to use this instrument would 
leave open a means of financing 
excessive civilian expenditure and 
speculation and could largely 
undo the work of other demand- 
curtailing measures. 


To insure an effective instru- 
ment of credit control it will be 
necessary to find ways to increase 
the part of the Federal debt held 
outside of the Federal Reserve 
and outside the commercial banks. 
The Federal Reserve will then be 
in a position to take steps to 
restrict credit without having to 
nullify its efforts by buying 
securities in support of the gov- 
ernment bond market. The savings 
bond program can be helpful in 
this respect. Assuming the cash 


budget to be in balance, the funds 
obtained by sale of savings bonds 
will enable the Treasury to retire 
some of the debt held by the 
Federal Reserve and the com- 
mercial banks. Also greater flex- 
ibility will be required in setting 
the interest rates on short-term 
government securities, so that a 
tendency of banks and others to 
switch from government to pri- 
vate lending could be checked by 
an increase in the rates paid on 
governments. One furtner sugges- 
tion which deserves examination 
is to offer a long-term non- 
marketable bond, redeemable only 
at a penalty, to absorb the ac- 
cumulating funds of savings insti- 
tutions. Sales of such bonds to 
any one institution might be lim- 
ited to its net increase in holdings 
of governments. 

Managing the Federal debt so 
as to minimize borrowing from 
banks may involve some increase 
in the interest burden of the debt. 
This is, in our opinion, a_ sec- 
ondary consideration when com- 
pared with the danger of encour- 
aging inflation, especially since a 
large part of the increased inter- 
est would be recovered by the 
Treasury in higher taxes. 

(5) Coordination of the Pro- 
gram—Clearly we have a number 
of instruments of economic policy 
which must be coordinated with 
each other and with the military 
program. What we want is a 
combination of measures that will 
have the net effect of releasing 
resources as the military program 
requires them. If the _ several 
agencies responsible for the sep- 
arate measures each tries to do 
the whole job itself, or if in 
combination they overestimate the 
acceleration of the military pro- 
pram, we could get a serious de- 
flation. If each waits for the 
other to do the job, or if they 
underestimate the size of the job, 
we shall have inflation. 

Coordination of top policy de- 
cisions on economic mobilization 
is the responsibility of the Pres- 
ident, and he has the authority 
to achieve it if he makes co- 
ordination a basic principle of his 
operation. 


The Program Committee 


The members of the CED Pro- 
gram Committee follows: 

Meyer Kestnbaum, Chairman 
of Research and Policy Commit- 
tee and Program Committee, 
President, Hart, Schaffner & 
Marx, Chicago, III. 

Marion B. Folsom, Chairman of 
Board of Trustees, CED, Treas- 
urer, Eastman Kodak Company, 
Rochester, N. Y. 

J. Cameron Thomson, Chairman 
of Drafting Committee, President, 
Northwest Bancorporation, Minn- 
eapolis, Minn. 

John D. Biggers, President, 
Libbey-Owens-Ford Glass Com- 
pany, Toledo, Ohio. 

Gardner Cowles, President and 
Publisher, Des Moines “Register 
and Tribune,’ Des Moines, Iowa. 

Fred Lazarus, Jr., President, 
Federated Department Stores, 
Inc., Cincinnati, Ohio. 

Philip D. Reed, Chairman of the 
Board, General Electric Company, 
New York, N. Y. 

Beardsley Ruml, 
| ae A 


New York, 


Joins David Means 
(Special to THe FINaNciaL CHRONICLE) 
BANGOR, Maine — John C. 
Handy is with David G. Means, 
6 State Street. 


With Waddell & Reed 


(Special to THe FINaNctaL CHZONICLE) 
GRAND RAPIDS, Mich.-——Aaron 


K. Avenell is with Waddell & 
Reed, Inc., of Kansas City, Mo. 


With Wilson, Johnson 


(Special to THe Frnancrat CHRONICLE) 
OAKLAND, Calif—Simon 
Fernandez is now with Wilson, 
Johnson & Higgins, Central Bank 
Building. 
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the seasoned bond market and 
the equity market, corporate is- 
suers are profiting by the dispo- 
sition of bankers to go after all 
business in sight. 


Delaware Power & Light Co.’s 
offering brought out a total of 
eight separate bids, showing that 
bankers are anxious to do busi- 
ness where it can be found. 


The winner paid the company 
a price of 100.157 for a 2.75% 
coupon, with the runner-up bid- 
ding only seven cents per $1,000 
bond less, for the same interest 
rate. 


The issue was repriced for pub- 
lic offering at 100.407 to yield 
the buyer an indicated 2.73% re- 
turn. 


Our 
_ Reporter’s 


Report 


EEE 
































_ Seemingly unending uncertainty 
in the Treasury market is prov- 
ing a real thorn in the side of the 
corporate new issue market, even 
though the latter showed mo- 
mentary signs of life toward the 
end of last week. 

Steady pressure on the gov- 
ernment list, together with the 
mild but persistent stiffening in 








Offering on “Rights” 








basic money rates, is giving even Consumers Power Co. has 
institutional investors, the back- amended its registration state- 
bone of the new issue market, ment, covering offering of 510,- 





food for thought. 


True the upturn in money rates 
has not been sufficient in scope 
to create any serious misgivings. 
But talk persists of the Federal 
Reserve's disposition to post an 
increase in member banks’ reserve 
requirements and there are other 
straws in the wind which tend to 
make investors cautious. 

The underwriting fraternity 
was cheered no end toward the 
close of last week when offering 
of Cleveland Electric Iluminating 
Co.’s $25.000,000 of new 35-year 
bonds encountered an unexpect- 
edly brisk response. 

A day or two previous to the 


470 shares of additional common 
to stockholders. 


The company is slated to fix 
the offering price for the shares 
at a board meeting scheduled to 
be held next Monday. 


Originally it had been intended 
to offer a total of 489,903 common 
shares in July. But because of 
unsettled market conditions the 
undertaking was postponed. 


The current plan already has 
been approved by the Michigan 
Public Service Commission which 
has specified that the price must 
not be set more than $3 a share 
below the going market value at 
the time of offering. 























opening of subscription books 

there were indications that ear- Light Week Ahead 

lier potential buyers had cooled Unless there is action to stir 
a little. But the actual offering some of the 


up deals that have 
been deferred from time to time 
during the summer months, next 
week promises to be a dull period 
in the new issue field. 

A handful of small equity un- 
dertakings are in prospect, but 
nothing in the way of substan- 
tial new debt operations looms as 





evidently brought a quick change 
of heart on the part of institu- 
tions and the issue not only sold 
out quickly but rose to a slight 
premium in when-issued trading. 

This development gave a slight 
fillip to the general corporate 
market but not nearly enough to 
bring about clearing of shelves 



























: close. 
ot tae er ae eee e The next large operation, and 
that a stock deal, involves Pa- 
Bonds Still Available cific Power & Light Co.’s_ pro- 
Dealers were able to work off jected sale of 1,750,000 shares of 
some of their inventories from 


; : new common. 
previous undertakings. But mar- woe oO 


ket observers report it is still pos- 
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2.73%. 
the bonds on Sept. 26 on its bid 
of 100.157%. 


visions for depreciation and amor- 
tization. Approximately $4,750,000 
was received from the 
232,520 shares 
offered in April, 1950, leaving an 
estimated balance to be obtained 


Halsey, Stuart Group 
Offers Delaware Power . 
& Light Co, 23/1’, Bds. 


A group of underwriters headed 


by Halsey, Stuart & Co. Inc. are 
today (Sept. 28) publicly offering 
an issue of $12,000,000 Delaware 
Power & Light Co. first mortgage 
and collateral trust bonds, 234% 
series due 1980, at 100.407% 
accrued 


and 
interest, to yield about 


With Vance, Sanders 


(Special to THe FrinanciaL CHRONICLE) 


BOSTON, Mass.— Thomas F. 
ocke has been added to the staff 


of Vance, 
Devonshire Street. 


Sanders & Co., 


111 


Joins Waddell & Reed 


MINNEAPOLIS, Minn.—James 


W. Mullen is connected with 
Waddell & Reed, Inc., of Kansas 
City, Mo. 





The group was awarded 


The net proceeds will be used to 


finance a portion of the construc- 
tion program of the company and 
its two subsidiaries. 


It is expected that the construc- 


tion program will require expen- 
ditures of approximately $25,000,- 
000 in 1950 and $13,000,000 in 1951, 
or a total of $38,000,000. Of this 
total, 
had been expended during the 
first six months of 1950 
nection with the construction pro- 
gram, and at June 30, 1950, out- 
standing contracts 
principally relating to additional 
generating facilities, amounted to 
approximately $9,000,000. 


approximately $10,500,000 


in con- 


and orders, 


Of the total estimated require- 


ment of $38,000,000, it is contem- 
plated that approximately $19,- 
000,000 will 
treasury funds available at Jan. 1, 


be obtained from 


DIVIDEND NOTICES 





GOULD-NATIONAL 


BATTERIES, INC. 


Manufacturers of Automotive 
and Industrial Batteries 













THe soar of 
Directors today de- 
clared a dividend of 
Seventy-five Cents (75c) 

a share on Common 
Stock, payable November 1 
to shareholders of record 
October 20, 1950. 


A. H. bacceTt SS 
President ~ 


DIVIDEND NOTICE 
St. Paul, Minnesota 
September 11, 1950 





1950, retained earnings and pro- 


of 
stock 


sale 


of common 


of $14,250,000, of which approxi- 
mately $12,000,000 will be ob- 
tained from the sale of the 1980 
series bonds. The company has no 
plans at present for the sale of 
any additional securities which 
may be required for the comple- 
tion of the construction program. 

The company and its subsidi- 
aries are engaged in the produc- 
tion, purchase, transmission, dis- 
tribution and sale of electricity in 
substantially the entire State of 
Delaware and portions of the 
States of Maryland and Virginia. 

The company is also engaged in 


sible to obtain goodly lots of a Stifel, Nicolaus Adds the production, purchase, trans- 

number of such issues. (Eeseteh to Yun Pemeens Comennsd mission, distribution and sale of 
Indications are that at this time 7 LOUIS, Mo.—Bert J. Brock- a ameu tadees, Del., and sur- 

grin age chage mae ween made spem han has been added to the staff of =, 

a week ago in the distribution of —~ se : . es 7 

Tennessee Gas Transmission Co.’s Stifel, Nicolaus & Co., Inc., 314 DIVIDEND NOTICES 

new issue. Likewise there is a North Broadway, members of the a + : ian 

goodly supply of Virginia Electric )jiqwest Stock Exchange. 

Power bonds available. Simao i 


offering of Delaware 


moving out, was not 
an “out-the-window” operation. 


Competition Is Keen 
Notwithstanding the 





HELP WANTED 


And the more recent $12,000,000 
Power & 
Light Co.'s bonds while reported 
credited 
with being anything in the way of 


none-too- 
sanguine setting afforded by both 
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EXTRA 
DIVIDEND NOTICE 


An extra dividend of $1.00 
a share has been declared on 
the capital stock of this 
company payable on Sep- 
tember 15, 1950, 
holders of record September 
13, 1950. 


This disbursement is in addi- 


to stock- 


tion to the regular and extra 
dividend paid to stockholders 
of record on July Ist, 1950. 







NTER.] THOMAS H. QUINN 


OUNTY PRESIDENT 
TITLE 


GUARANTY 


ae 


INTER-COUNTY TITLE 


GUARANTY and MORTGAGE COMPANY 























DIVIDEND NOTICES 
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CONSOLIDATED 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


14 








The Colorado Fuel & Iron 
Corporation 


DIVIDEND ON COMMON STOCK 


The Board of Directors of The Colorado Fuel 
and Iron Corporation announced today that it 
has declared a 25 per cent common stock divi- 
dend payable November 1, 1950 to holders of 
common stock of record at the elose of business 
on October 16, 1950. Shareholders will receive 
one additional share of common stock for each =| 
four shares of common stock held on the record | 
date. It is the present intention of the Board -: | 
of Directors to continue the regular quarterly | 
dividend of thirty-seven and one-half cents on 


| 
| 
| 


DIVIDEND No. 


T ue BOARD OF DIRECTORS 
has this day declared a regular 
semi-annual cash dividend of | 

| 





One Dollar ($1.00) per share 
on the capital stock of the Com- 
pany, payable on November: 
1950, to stockholders of re 
at the close of business Oct 





Trader-Salesman 


Long Established over-the-counter house 


? 


seeks an experienced Trader with estab- 
lished clicntele Our complete Trading 
Dept. and research facilities will be at 
your disposal 
Drawing account $150 weekly 
ag? t liberal comn yn 

Replies will be held in strictest confidence 

Box K 928, Commercial & Financial 
Chronicle. 25 Park Place, New York 7 


16, 1950. 
E. E. DUVALL, Secre 
September 27, 1950 


the increased number of shares. No fractional 
shares will be issued. Cash adjustments will be 
made on the basis of the market price of com- 
mon stock on the record date 


D. C. McGREW, Secretary. 
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“Call for 
Peasy’ MORRIS" 


New York, N. Y. 
September 20, 1950. 


Philip Morris & Co. Lta., tne. 


The reguiar quarterly dividend of 
$1.00 per share on the Cumulative Pre- 
ferred Stock, 4% Series, and the regu- 
lar quarterly dividend of $0.975 per 
share on the Cumulative Preferred 
Stock, 3.90% Series, has been declared 
Payable November 1, 1950 to holders 
of record at the close of business on 
October 18, 1950. 

There has also been declared a regu- 











f worRLD-WIDE BANKING 
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DIVIDEND NOTI 
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The Chase National Bank of the Cit 
New York has declared a divider 





~ LIQUIDATION NOTICE 


40c per share on the 7,100,000 share 
the capital stock of the Bank, pay 
November 1, 1950 to holders of 
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Tre Thomaston National Bank, located at the close of business October 6, 1|' 
"hy tor , he Stat f Connecticut : 

ss saeme a ~ Al nF ‘ - € the THE CHASE The transfer books will not be cl 

is closing its affai All creditor yf the : 

Association are therefore oY notified in connection with the payment olf | 

to pre f clair for I iyment to the NATIONAL BANK dividend. 

ee a ee ee KENNETH . BEI 





OF THE CITY OF NEW YORK 


Vice President and Cas/ 
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lar quarterly dividend of $0.75 per 
share on the Common Stock of the 
Company ($5 Par), payable October 
15, 1950 to holders of Common Stock 
of record at the close of business on 
October 2, 1950. 

Pursuant to a resolution adopted at 
the Stockholders’ Meeting held on July 
10, 1945, no Certificate representing a 
share or shares of Common Stock of 
the par value of $10 each is recognized, 
for any purpose, until surrendered, and 
a Certificate or Certificates for new 
Common Stock of the par value of $5 
each shall have been issued therefor. 
Holders of Certificates for shares of 
Common Stock of the par value of $10 
each are, therefore, urged to exchange 
such Certificates, for Certificates for 
new Common Stock of the par value of 
$5 per share, on the basis of two shares 
of new Common Stock $5 par value, 
for each share of Common Stock of 
the par value of $10 


L. G. HANSON, Treasurer. 
UMidddisidddddddddidiiiiidiliddiddidddiddiidiild 
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With Sidlo, Simons 


DENVER, Colo.—David W. 
Brunton is now connected with 
Sidlo, Simons, Roberts & Co., 740 
Seventeenth Street. 


With Waddell & Reed 


KANSAS CITY, Mo.—William 
B. Talbott, Sr., is now associated 
with Waddell & Reed, 1012 Balti- 
more Avenue, 





DIVIDEND NOTICES 





NATIONAL SHARES CORPORATION 


14 Wall Street, New York 
A dividend of fifteen cents (15c) per share 

has been declared this day on the capital stock 
of the Corporation payable October 14, 1950 to 
stockhokiers of record at the close of business 
October 2, 1950. 

JOSEPH S. STOUT, Secretary. 
September 21, 1550 





PACIFIC GAS AND ELECTRIC CO. 


DIVIDEND NOTICE 


Common Stock Dividend No. 139 


The Board of Directors 
20, 1959, declared 
the third quarter of 





on September 

cash dividend for 
the year of 50 cents 
per share upon the Company's Com- 
mon Capital Stock. This dividend will 
be paid by check on October 16, 1950, 
to common stockholders of record at the 
close of business 


ol S« ptember 29, 
1950. The Transfer Books will not be 
closed. 


“ 


S: de Bi 


San Francisco, California 


ckeTt, Treasurer 


PACIFIC 
FINANCE CORPORATION 
of California 


DIVIDEND NOTICE 


On September 13, 1950, 
the Board of Directors 
declared regular quarterly 
dividends of $1.25 per share 
on the 5% Series and the 
5% Sinking Fund Series 
Preferred Stocks 


($100 
par value) and $0.31% per 
share on the $1.25 Sink- 
ing Fund Series Preferred 
Stock ($25 par value), each 
payable November 1, 1950 
to stockholders of record 
October 14, 1950. 


B. C. REYNOLDS 
Secretary 








YONIER 


PRODUCER 
OF HIGHLY 
PURIFIED 
woop 
CELLULOSE 





EXTRA and REGULAR 
DIVIDEND 


The Board of Directors 
has declared an extra divi- 
dend of twenty-five cents 
‘(25¢) per share on the 
Common Stock, and also 
the regular quarterly divi- 
dend of fifty cents (50¢) 
per share on the Common 
Stock, each payable No- 
vember 15, 1950 to stock- 
holders of record at the 
close of business October 
27, 1950. 


EDWARD BARTSCH 
President 


September 19, 195 
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V SSeINGIOT, D. C.—Except 
for the people who have thus far 
failed to grasp thé fact that the 
government's plans for materials 
controls are in a decidedly im- 
mature stage, William H. Harri- 
son. Administrator of the National 
Production Authority, has made 
a favorable- impression on this 
Capital City and its business 
visitors. . 

Mr. Harrison does*not bemuse 
his callers with Bey Scout pep 
talks and get them all excited 
about pYospective controls. He 
appears to take.an easy-going at- 
tit.de and reveal With.a candor 
which is seldom found in this 
seat of government, that he 
frankly does not yet know what 
wil’ be required of industry to 
mect military requirements. This 
is done, however, with no lack of 
earnestness to promote the war 
effort. 

fc has been known for a long 
time that the Administration’s war 
preparations have been about as 
casually decided as pinning the 
tail on the donkey while blind- 
folded. While presumably a good 
body of military planners would 
know what kind of. gear they 
would order for a possible Asiatic 
wac as against the gear needed 
for the European war they 
thought more probable, that ap- 
parently has not been the case. 
Likewise they hadn’t seemed to 
figure out what went with a three 
million-man armed force, a four- 
million-man.armed force or a 
two-million-man armed foree “= 
just to have the -plans, handy~in“ 
case. . é A 3 

Oue of the. first things. Mr. 
Harrison is trying, to ascertain ‘is 
just what are the requirements of 
the military for steel, aluminum, 
zinc, copper, nickel,.and so on. 
All that are available present are 
“suesstimates” of .sormc of the 
sharper boys 4whé can arrive at 
haif way informed Zilesses based 
upon World War. preduction 
levels. These are @asily distorted, 
however, by such differences as 
the fact that aircraft are much 
heavier than in World War II and 
that presumably accelerated stock - 
piling may further impinge upon 
the supplies of scarce materials. 

Another thing Mr. Harrison is 
trying to ascertain is exactly 
where does his jurisdiction stop 
and that of the Interior and Agri- 
culture Departments begin. They 
also share the same kind of ma- 
terials controls, although the- 
oretically as to different classes 
of commodities. This is an effort 
to avoid as much as possible the 
endless arguments such as went 
on among bureaucracies during 
the last war over who shall do 
what, with which, and to whom. 

Mr. Harrison frankly tells his* 
industry meetings, such as those 
with steel, copper, and zine pro- 
ducers, that he is meeting them 
“to get the feel of their industries”’ 
and to learn what they are think- 
ing about what lies ahead and 
what can be done about it. 

Finally, the Administrator of 
NPA frankly warns the customers 
that the controls picture is bound 
to shift its direction sharply from 
time to time: “i#& bound to be 
a changing order of things that 
we are going into. We may decide 
to do it one way today and we 
may have to do it an entirely dif- 
ferent way tomorrow.” he told 
one group. The impact upon ma- 
terials supplies of the three-mil- 
lion-man program frankly is not 
known, he asserted. 

Mr. Harrison needs only one tip. 
Mis public relations should not 








Washington... | 
Baindthe Sena inerantos A a el YOu : 





be pitched so intensively at the 
prospect of selling 150 million 
citizens what he is doing, as get- 
ting across to trade associations 
and specific industries, what he 
is cooking up. They want to know 
what is expected of them or, if a 
decision will not be available for a 
long time, they want to know that 
too. 


Actually, Mr. Harrison has 
probably been plagued’ more than 
by anything else, by the eager 
beavers of industry and potential 
bureaucratic manpower. Many a 
potential budding executive who 
would like to transfer to Wash- 
ington and a responsible position, 
is hounding NPA personnel of- 
fices. Many producers who either 
are boiling with patriotic zeal or 
are not too well set up for the 
future, are crying for war con- 
tracts at NPA offices. 

In general NPA is trying to shy 
away from the job seekers. On 
the other hand, it is having a hard 
time getting to come to its offi- 
cial desks, even second string in- 
dustrialists. The latter are well set 
at home. They remember keenly 
the experience of futility so many 
of them or their colleagues suf- 
fered during World War II. With 
prospective war contractors, there 


tnovhope of telling now where 
they..can. fit in, except as pro- 


ént. planning slowly makes 
its way ‘off drawing boards and 
into requests for contracts. 


When Congress gets around to 
enacting a rent coftrol law for 
the latest war, its effect may ulti- 
mately be to turn a lot of sour 
mortgages over to the govern- 
ment. 

During the last 15 years, some- 
Where near 40% of the rental 
housing of the U. S. has been 
insured by FHA. The amount in 
dollar volume outstanding prior to 
World War Ii, however, is in- 
significant compared to the vol- 
ume since the war and its hang- 
over of rent controls, which made 
both enterprisers and lenders 
chary of staking any substantial 
sums in rental apartments with 
the government at any time likely 
to clamp down on the earning 
power of these projects. 


Thus, of multi-family dwelling 
units eonstructed during the first 
six months of 1949, 68% of it went 
FHA. During the last six months 
of 1949, the ratio was 69%—and 
rising. 

Of course FHA exercises a “rent 
control” of its own, fixing maxi- 
mum rents for the projects as a 
condition to insuring loans. These 
are designed to provide service of 
the loan, taxes, maintenance, and 
a reasonable return. FHA’s power 
to relax its own rent ceilings in 
a period of certain inflation due 
to develop from this war, with 
higher maintenance costs of apart- 
ments, would be nullified by the 
over-riding rent control bill. 

And it is frequently asserted, 
and seldom denied, that the liberal 
90% loan insurance on multi- 
family projects actually amounts 
to 100% of the cost of the builde 
ings less contractor's profit. 

Some of the speculation which 
arose to the effect that the Fed- 
eral Reserve Board would orde: 
a further tightening up in instal- 
ment credit regulations may have 
been stimulated by the strong 
picture painted of the dangers of 
inflation by Chairman Thomas B. 


McCabe and others in recent pu 


lic speec hes. 


The Commercial and Financial Chronicle . 
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“No, no coffee, thanks! 


| have to go back to the office 


and it’ll keep me awake!” 


Actually, the Federal Reserve 
Board seldom. moves with such 
precipitate haste. Its first regula- 
tions became effective only Sept. 
18. The Board is unlikely to alter 
those regulations in either direc- 
tion until there is revealed a clear 
picture of how they are working 
out. Such a clear picture. probably 
will not become statistically avail- 
able until Nov. 1. This does not 
mean that a further tightening up 
in the instalment credit terms is 
due around Nov. 1—that is only 
the first possible time it could be 
considered likely that any thought 
would be given to a change, and 
then only if notwithstanding the 
terms ordered Sept. 18, instalment 
sales continued to show up in 
large volume. 

What instead would seem to be 
indicated by these speeches is the 
boost in member bank reserve re- 
quirements which has been ex- 
pected any time during the last 
few weeks. The nervousness in 
the bond market which followed 
the dispute over the short-term 
interest rate may not be as pro- 
nounced in connection with the 
October as with September Treas- 
ury refinacing, and may not pre- 
clude a boost in reserve require- 
ments before that latter refinanc- 
ing is out of the way. 


It may have escaped the atten- 
tion of many, but the final version 
of the “quickie” tax bill dropped 


the provision approved by the 
House and the Senate Finance 
Committee, cutting to three 


months from six months, the qual- 
ifying or holding period for op- 
eration of the 


long-term capital 


gains tax. Senator Hubert Hum- 
phrey of Minnesota, the Americans 
for Democratic Action’s special 
gift to the U. S. Senate, spotted 
and knocked out this provision in 
the Senate. The House conferees, 
frightened because they had stood 
up against a half-baked excess 
profits tax, surrendered, and final- 
ly killed it. 
* a 

Even though Congress will meet 
definitely after Thanksgiving in- 
stead of in January, The Treasury, 
it is reported, will be ready well 
ahead of this date with its own 
recommendations for permanent 
legislation to raise $7 to $10 bil- 
lion of additional taxes, includ- 
ing an excess profits tax or some 
form of corporation taxation 
which can be labeled EPT. It is 
said that the Treasury will have 
its recommendations ready for the 
staff of the Joint Committee on 
Internal Revenue by Oct. 15. The 
Treasury’s ideas on where the 
money is te come from have not 
even been hinted as yet. The 
Joint Committee, the expert staff 
of the two Congressional taxing 
committees, has come nowhere 
near settling yet on any overall 
program for the new tax legisla- 
tion, and actually may find itself 
operating on a basis of agreeing 
to or modifying the Treasury’s 
program. 

* * fs 

There is being studied very 
quietly here a proposed Point IV 
program to boost food production 
in Asia, particularly in India and 
among the Arabs. 

At present time this 
is in a most tentative 
may or may not be 


program 
form, and 
offered to 
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Congress in January. The idea is 
to assist India and the Arabs to 
produce more of their own food, 
by furnishing them with seeds, 
fertilizer, technical education, and 
perhaps irrigation works. 

It will involve primarily grants, 
and will not be either in the form 
of an Export-Import Bank loan or 
private investment. The thought 
is that the shortage of food is one 
of the real problems tending to 
weaken the morale of the Near 
East and southern Asia to Com- 
munist penetration. 


(This column is intended to re- 
flect the “behind the scene” inter- 
pretation from the nation’s Capital 
and may or may not coincide with 
the “Chronicle’s” own views.) 


Geo. H. Taylor Joins 
Oechsel, Mudge & Co. 


(Special to THe Frnanciat CHRONICLE) 

LOS ANGELES, Calif.—George 
H. Taylor has become associated 
with Oechsel, Mudge & Co., 210 
West Seventh Street. Mr. Taylor 
has recently been conducting his 
own investment business 
Angeles. 


Frederick Swan With 
F. S. Moseley & Co. 


(Special to THe FrnanciaL CHRONICLE) 

BOSTON, Mass.—Frederick M. 
Swan has become associated with 
F. S. Moseley & Co., 50 Congress 
Street, members of the New York 
and Boston Stock Exchanges. Mr. 
Swan was formerly with Draper, 
Sears & Co. and prior thereto was 
a principal of Swan, Stickley & 
Co. 


in Los 
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For 
Large Appreciation Potential 
WE SUGGEST 


RIVERSIDE CEMENT CO. 


CLASS B (common) STOCK 


A leading producer of cement 
in fast-growing Southern 
California. 

Analysis of this Company and 
a review of the Cement Indus- 
try available on request. 


Selling about $8.50 
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